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Notice to Readers
This Audit Risk Alert, prepared by the AICPA staff, is intended
to provide auditors of financial statements of not-for-profit organizations with an overview of recent economic, technical, industry, regulatory, and professional developments that may affect the
audits they perform.
This publication is an Other Auditing Publication as defined in
Statement on Auditing Standards (SAS) No. 95, Generally Accepted Auditing Standards (AICPA, Professional Standards, vol. 1,
AU sec. 150). Other Auditing Publications have no authoritative
status; however, they may help the auditor understand and apply
SASs.
If an auditor applies the auditing guidance included in an Other
Auditing Publication, he or she should be satisfied that, in his or
her judgment, it is both appropriate and relevant to the circumstances of his or her audit. The auditing guidance in this document has been reviewed by the AICPA Audit and Attest
Standards staff and published by the AICPA, and is presumed to
be appropriate. This document has not been approved, disapproved, or otherwise acted on by a senior technical committee of
the AICPA.
Lori A. West, CPA
Technical Manager
Accounting and Auditing Publications
Copyright © 2004 by
American Institute of Certified Public Accountants, Inc.
New York, NY 10036-8775
All rights reserved. For information about the procedure for requesting
permission to make copies of any part of this work, please call the AICPA
Copyright Permissions Hotline at (201) 938-3245. A Permissions Request Form
for e-mailing requests is available at www.aicpa.org by clicking on the copyright
notice on any page. Otherwise, requests should be written and mailed to the
Permissions Department, AICPA, Harborside Financial Center, 201 Plaza Three,
Jersey City, NJ 07311-3881.
1 2 3 4 5 6 7 8 9 0 AAG 0 9 8 7 6 5 4

Table of Contents
ACKNOWLEDGMENTS ........................................................................ V
NOT-FOR-PROFIT ORGANIZATIONS INDUSTRY
DEVELOPMENTS—2004 ................................................................. 1
How This Alert Helps You ...................................................... 1
Economic and Industry Developments ..................................... 1
The State of the Economy.................................................... 1
Continued Fund-Raising Challenges.................................... 2
Charities Are on Regulators’ Radar Screen for Close
Observation ....................................................................... 5
Securities and Exchange Commission Approved New
Rules Concerning the Independence of Directors............... 5
Taxation of Internet Sales ..................................................... 8
Regulatory and Legislative Developments................................. 8
Internal Revenue Service Activities ....................................... 9
The Better Business Bureau Wise Giving Alliance .............. 19
The Charitable Giving Act of 2003 .................................... 20
The National Committee on Planned Giving Released
Valuation Standards for Charitable Planned Gifts ............ 21
Sarbanes-Oxley Act and Not-for-Profits ............................. 21
Code of Ethics Developed by the Independent Sector ........ 22
Audit and Attestation Issues and Developments ..................... 22
Investments in Hedge Funds .............................................. 22
Legislative Activities Aimed at Strengthening
Governance and Accountability........................................ 24
Internal Control ................................................................. 24
Auditing Contributions Receivable..................................... 27
Pension Plan Risks ............................................................. 29
Special Fraud Advice for 2004............................................ 31
Common Engagement Deficiencies.................................... 32
Reclassifications.................................................................. 33

Ethics Interpretation 101-3, “Performance of
Nonattest Services”........................................................... 35
Accounting Issues and Developments ..................................... 36
Accounting for Declines in the Value of
Endowment Funds........................................................... 36
Classification of Net Assets in Consolidation...................... 43
Accounting for Cash Contributions Receivable .................. 44
Reporting Disposal Gains or Losses in Continuing
Operations ....................................................................... 46
Certain EITF Issues for Consideration ............................... 46
FASB Staff Position That May Be Applicable to
Not-for-Profits ................................................................. 50
Auditing and Attestation Pronouncements and
Guidance Update.................................................................. 50
Accounting Pronouncements and Guidance Update ............... 51
On the Horizon ...................................................................... 53
Auditing Pipeline—Nonpublic Companies ........................ 54
Accounting Pipeline ........................................................... 55
Combinations of Not-for-Profit Organizations................... 56
AICPA Audit and Accounting Products and Services .............. 57
AICPA ............................................................................... 57
Industry Conference........................................................... 57
Accounting and Auditing Technical Hotline....................... 58
Ethics Hotline .................................................................... 58
Continuing Professional Education Courses....................... 58
Not-for-Profit Organizations Checklists ............................. 60
Practice Aids....................................................................... 60
Technical Practice Aids....................................................... 60
References for Additional Guidance........................................ 61
General Accounting Office................................................. 61
Other Guidance ................................................................. 62
APPENDIX—THE INTERNET—AN AUDITOR’S RESEARCH TOOL ........ 65

Acknowledgments
The AICPA staff wishes to thank Joel Tanenbaum, technical
manager, AICPA Accounting Standards, and various members of
the not-for-profit profession, including Larry Goldstein, CPA; J.
Mark Jenkins, CPA; Richard Larkin, CPA; Kevin P. Margiatto,
CPA; Nancy E. Shelmon, CPA; and Scott D. Steffens, CPA, for
their assistance and contributions to this Audit Risk Alert.

v

Not-for-Profit Organizations
Industry Developments—2004
How This Alert Helps You
This Audit Risk Alert helps you plan and perform your not-forprofit organization audits. The information delivered by this Alert
assists you in achieving a more robust understanding of the business and economic environment in which your clients operate—
an understanding that is more clearly linked to the assessment of
the risk of material misstatement of the financial statements.
Also, this Alert delivers information about emerging practice issues and current accounting, auditing, and regulatory developments.
If you understand what is happening in the not-for-profit industry, and you can interpret and add value to that information, you
will be able to offer valuable service and advice to your clients.
This Alert assists you in making considerable strides in gaining
that industry information and understanding it.

Economic and Industry Developments
The State of the Economy

In planning their audits, auditors need to understand the economic conditions facing the industry in which the client operates. Economic activities relating to such factors as interest rates,
consumer confidence, overall economic expansion or contraction, inflation, and the labor market are likely to have an impact
on the entity being audited.
As of the first half of 2004, the U.S. economy has good momentum, and the prospects for sustaining solid economic growth in
the period ahead are positive. Moreover, the U.S. financial system
is strong and well-positioned, and the stock markets have been
enjoying positive growth and gains.
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The hiring climate is experiencing a long-awaited improvement.
The U.S. unemployment rate increased slightly to 5.7 percent in
March 2004, but employers added 308,000 new jobs in March,
the fastest hiring rate in four years, supplying welcome evidence
that the labor market is making headway.
The Federal Reserve has kept its federal funds rate (a key to shortterm interest rates) at a 45-year low of 1 percent. However, indications exist that short-term rates will rise at some point in
response to the strong economy and rising prices.
Risks to the Economy
Although the economy is growing, and promising signs about the
job market exist, some Americans are still struggling to make debt
payments. The lingering effects of a weak job market and a flood
of personal bankruptcy filings continue to paint a picture of poor
consumer credit quality for certain segments of society. High levels of personal debt, suppressed wage growth, and a lack of job
creation could eventually cause consumers to curtail their spending and, consequently, slow economic expansion. Moreover, the
weak U.S. dollar, the strong economy, and rising prices could
contribute to higher interest rates, which, in turn, could cause
foreign investment and the key U.S. housing market to weaken.
Continued Fund-Raising Challenges

As the world changes, not-for-profits must be cognizant of
changes around them. Those include economic, demographic, political, cultural, and other changes. Even though contributions are
up for the most part, they are still below the annual levels of recent
years. Not-for-profits are continuing to deal with the lingering effects of the slow economy from recent years. They are surviving
the financial pressures by cutting back on their operating budgets,
increasing levels of debt, eating into reserves, freezing salaries, increasing staff hours, putting off new hires, and reducing administrative overhead. As a result, some not-for-profits are operating
with less staff but with the same amount of work. In addition,
not-for-profits are facing the rising costs of liability and health insurance. Also, some not-for-profits are highly dependent upon a
2

few state government agencies for their funding, and in light of recent state government cutbacks in funding budgets, such not-forprofits may be facing added financial pressures.
Many not-for-profits are finding that the more wealthy donors
are responding more quickly to the improving economy and
therefore increasing their contribution levels. However, the less
wealthy donors are responding differently depending on how the
economy is affecting them on an individual basis. Some, especially those wary about their continued job prospects, are still uncertain about the future of the economy and therefore have not
been increasing their contribution levels as quickly.
In the past few years a number of not-for-profits have had a problem with endowments going underwater at some point in time.
These underwater endowments are now correcting themselves in
many cases because of the upturn in the stock market. A detailed
discussion of how to account for underwater funds is included in
the section of this Alert titled “Accounting for Declines in the
Value of Endowment Funds.”
Many not-for-profits are optimistic about what the future holds
for them, expecting improving conditions and continued revenue
growth in 2004.
Giving Is Up
According to the Association of Fundraising Professionals, contribution revenue for 2003 was up for the most part. Greater than
50 percent of the not-for-profits surveyed raised more donations
in 2003 than in 2002. Educational charities had the highest
gains. The following charities had gains in 2003 as well: environmental, religious, health care, and social services groups. Moreover, corporate matching gift programs have grown, accounting
for 10 percent of the total gifts corporations donated to not-forprofits. According to the Chronicle of Philanthropy, the 60
biggest donors in the United States made donations and promises
to give totaling $5.9 billion in 2003, up from $4.6 billion in
2002.
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Online Donations
Online giving is becoming a key fund-raising tool for an increasing number of not-for-profits using Web sites for fund-raising.
Increasing numbers of not-for-profits have secure personalized
Web sites with Web-based advocacy and other community building tools that give donors confidence to make online gifts. The
number of not-for-profits soliciting donations over the Internet
was up 34 percent from 2002, and of the not-for-profits that
used online giving, 61 percent raised more money in 2003. Although online giving is up and more online fund-raising is being
planned for the future, not-for-profits using online intermediaries to process donations should be vigilant, especially in light of
the PipeVine failure—at least $5.9 million intended for charities
was lost in its collapse.
Auditors should refer to the relevant auditing literature, including Statement on Auditing Standards (SAS) No. 80, Amendment
to Statement on Auditing Standards No. 31, Evidential Matter
(AICPA, Professional Standards, vol. 1, AU sec. 326), if their notfor-profit clients engage in online philanthropy as a major source
of funding.
Volunteerism Up
More Americans volunteered in 2003 than in 2002. Volunteers
donated an estimated $266 billion in time last year, according to
the Independent Sector. Corporate-sponsored employee volunteer programs were a contributing factor, as companies used these
programs as a strategy to improve their public image. Some companies also donate money to match employees’ volunteer time at
not-for-profits as well. The teenager volunteer rate of teenagers
increased from last year, conceivably due to more emphasis put
on volunteering in schools.
Not-for-profits depend on volunteers for vital activities, such as
increasing the quality of services or programs provided. Volunteerism also generates substantial cost savings. Fund-raising,
selling items for charity, tutoring, coaching, being an usher or a
greeter, or collecting or distributing food are all activities that
volunteers donated their time for this year. As volunteerism in4

creases, not-for-profits must spend more time on volunteer management to derive the most benefits from volunteer programs.
See the discussion in the section titled “Volunteer Services at
Not-for-Profits,” under the “Internal Control” section later in
this Alert.
Management should comply with Financial Accounting Standards Board (FASB) Statement of Financial Accounting Standards
No. 116, Accounting for Contributions Received and Contributions
Made, for accounting for contributed services. Also see paragraphs
5.52 through 5.53 of the AICPA Audit and Accounting Guide
Not-for-Profit Organizations for further guidance.
Charities Are on Regulators’ Radar Screen for Close Observation

Federal and state regulators continue to increase measures to ensure that tax-deductible donations are used appropriately by notfor-profits. Legislation in various states is being proposed to
further regulate the not-for-profit sector. Even though laws proposed last year by the New York attorney general to further regulate the not-for-profit sector in that state have been hindered in
the legislature, these efforts have been picking up steam again in
view of high-profile and dishonorable developments among certain charities. For example, recently a charity promoter pleaded
guilty to skimming $7 million from fund-raising events. In
Florida, over 30 not-for-profits made loans to their officers and
directors, a practice that had been banned in the state. Given the
facts that not-for-profits operate by using contributions received
from the public as well as government grants and that tax deductions are allowed for charitable contributions, a public interest in
how the money is used exists. Readers should refer to the “SarbanesOxley Act and Not-for-Profits” and the “Legislative Activities
Aimed at Strengthening Governance and Accountability” sections of this Alert for further developments on this matter.
Securities and Exchange Commission Approved New Rules
Concerning the Independence of Directors

Prominent officials from large not-for-profits sometimes sit on
corporate boards as a way of providing a broader prospective on
5

social issues and increasing the independence of the boards. Corporate directorships offer key benefits to not-for-profit leaders
inasmuch as they are able to establish professional contacts that
may lead to substantial donations. However, conflicts of interest
can result. Shareholders are becoming increasingly concerned
when it comes to corporate–not-for-profit relationships because
of the possibility that if a corporation makes a contribution to a
director’s not-for-profit, the director’s ability to effectively monitor the corporation may be compromised. Because of these potential conflicts concerning not-for-profit executives serving on
corporate boards, the Securities and Exchange Commission
(SEC), the New York Stock Exchange (NYSE), and the NASDAQ Stock Market (NASD) felt the need to address directors’
independence.
In November 2003, the SEC approved new rules that will
strengthen corporate governance standards for listed companies.
The rules were proposed and adopted by the NYSE and the
NASD. The new rules, among other matters, establish a stricter,
more detailed definition of independence for directors and require the majority of members on listed companies’ boards to satisfy that standard.
One of the NYSE rules to tighten the current definition of an independent director that affects not-for-profits is the NYSE Business Relationship Provision. It states that a director who is an
executive officer or an employee, or whose immediate family
member is an executive officer, of a company that makes payments to, or receives payments from, the listed company for
property or services in an amount which, in any single fiscal year,
exceeds the greater of $1 million, or 2 percent of such other company’s consolidated gross revenues, would not be independent
until three years after falling below such threshold. The NYSE
clarifies this rule with respect to charitable organizations by
adding a commentary noting that charitable organizations shall
not be considered “companies” for purposes of the NYSE Business Relationship Provision, provided that the listed company
discloses in its annual proxy statement—or if the listed company
does not file an annual proxy statement, in its annual report on
6

Form 10-K filed with the Commission—any charitable contributions made by the listed company to any charitable organization
in which a director serves as an executive officer if, within the preceding three years, such contributions in any single year exceeded
the greater of $1 million or 2 percent of the organization’s consolidated gross revenues.
The NASD revised rule 4200(a)(15) to provide a list of relationships that would preclude a board finding of independence. One
of those relationships that affects not-for-profits is as follows. A
director who is, or has a family member who is, a partner in, or a
controlling shareholder or an executive officer of, any organization to which the company made, or from which the company
received, payments for property or services in the current or any
of the past three fiscal years that exceed 5 percent of the recipient’s consolidated gross revenues for that year, or $200,000,
whichever is more, other than certain permitted payments, would
not be deemed independent. Permitted payments would include
payments arising solely from investments in the company’s securities, and payments under nondiscretionary charitable contribution matching programs. Moreover, the interpretive material
states that under the NASDAQ Business Relationship Provision,
a director who is, or who has a family member who is, an executive officer of a charitable organization may not be considered independent if the company makes payments to the charity in
excess of the greater of 5 percent of the charity’s revenues, or
$200,000, whichever is more.
Furthermore, a handful of companies have adopted guidelines
advocated by the Council of Institutional Investors. For example,
Automatic Data Processing (ADP) put a ceiling on its annual donations to a not-for-profit of which a board member is an employee, officer, or director at the lesser of $100,000 or 1 percent
of the total contributions the not-for-profit receives per year.
What consequences these rules will have on the not-for-profit
sector remain to be seen. The new rules may be found on the
SEC Web site at www.sec.gov/rules/sro/34-48745.htm.
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Taxation of Internet Sales

The Internet Tax Nondiscrimination Act (Public Law [PL] 107075) expired on November 1, 2003. That Act banned new Internet access taxes and new, multiple, and discriminatory taxes on
electronic commerce (Internet sales). Bills introduced in Congress in 2004 separate the issue of taxes on Internet access from
the issue of taxes on Internet sales, although none of those bills
has yet resulted in final legislation. One bill on Internet access
taxes proposes a permanent ban on such taxes; a competing bill
proposes a two-year moratorium on any such ban. Another bill
would permit Internet sales taxes provided the states simplify
their sales tax laws. The states continue to make progress on that
simplification, virtually assuring Internet sales taxation should
the Streamlined Sales and Use Tax Act become law. Meanwhile,
more retailers are joining the ranks of those voluntarily collecting
taxes on Internet sales, and several states have added lines on their
income tax forms seeking to recover some of the estimated $10
billion lost nationally each year on uncollected sales taxes for Internet and mail order purchases.

Regulatory and Legislative Developments
Auditors of not-for-profits may need to monitor changes in government regulations for various reasons. For example, they may
be required to comply with Government Auditing Standards
(GAS), also referred to as the Yellow Book.1 In addition, auditors
may be required to perform a single audit and comply with applicable rules. A single audit is an audit of an entity’s federal financial assistance, as required by the Single Audit Act
Amendments of 1996 (the Act), and Office of Management and
Budget (OMB) Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations (Circular A-133).2 Not-forprofits may also be affected by other federal, state, and local laws,
1. Although government auditing standards primarily apply to federal assistance, some
states have adopted government auditing standards.
2. Instead of a single audit, under certain circumstances program-specific audits may
be conducted.
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such as laws regulating the registration of not-for-profits and tax
laws.
In the past the not-for-profit Audit Risk Alert has discussed developments related to the following regulatory matters:
• Circular A-133 Audit Guidance Update
• Annual Compliance Supplement—Issued to help you understand the objectives, procedures, and compliance requirements of approximately 160 federal programs:
– Data Collection Form Revision and Electronic Submissions
– Federal Grant Streamlining Program
– Orange Book
– Circular A-133 Audit Reviews
• Government Auditing Standards
Discussions of those developments will now appear in the AICPA
Audit Risk Alert Single Audits—2004, Audits of Organizations Receiving Federal Awards: Single Audits Performed in Accordance With
Office of Management and Budget Circular A-133.
Internal Revenue Service Activities

IRS to Reestablish Compliance Presence for Exempt
Organizations
The exempt organizations (EO) division of the IRS will set up a
compliance unit, possibly in the winter of 2004, to review Form
990 returns that were recently filed. The EO unit will be vigilant
in its search for reporting problems by using state and federal databases to perform matches, determining that information is consistent between Form 990 and Form 990-T, and comparing one
year’s return to the next. In doing so, the unit wishes to convey the
message that the EO will be reviewing not-for-profit returns.
The EO has 16 projects planned for the upcoming unit. The
areas of focus will be on (1) policing terrorism through educating
not-for-profits about how to use their funds appropriately by
employing due diligence in grant making and spending, (2) not9

for-profit political activities, (3) tax shelters and other tax abuses
relating to not-for-profits, and (4) if the organization’s purpose is
abusive.
Moreover the EO will continue its work related to intermediate
sanctions. As reports of excessive compensation packages remain
a growing concern, the EO will also add loans, personal transactions, and possibly related party transactions to the list. Donated
property transactions will also remain as an ongoing project, only
instead of just looking at vehicles the EO has expanded to land
and easements. Market segment studies continue with 42 segments identified; 14 of them in progress. The redesigning of
Form 1023 is still under way and may be issued in 2004. In addition, Form 990 is being analyzed to see what information the IRS
needs, and the form is being redesigned, processes that will continue beyond 2004.
The EO has also established a few new projects. For example, in
one project the EO will pull returns and open some audits in response to all the funds donated to September 11 relief organizations with the sole intent of ensuring that the money went for the
right purposes. In another project, the EO will review consumer
credit organizations.
The EO will also be developing a new data analysis unit to help
provide an edge in the EO’s focus in audits and compliance contracts and to study up-and-coming trends in the not-for-profit
community. The EO anticipates establishing this office by the
summer of 2004.
Readers inclined to follow the progress of the exempt organizations division of the IRS should go to www.irs.gov for additional
information.
IRS “Educational Letters” Alarming Charitable Organizations
The Internal Revenue Service has been sending “educational letters” to charitable organizations that have contribution income,
telling them that they are either disclosing an amount less than 5
percent of contributions or not disclosing any fund-raising expenses in Part II of Form 990. This is confusing to many charitable
10

organizations because (1) the 5 percent is an arbitrary number,
and (2) many charitable organizations really have little or no
fund-raising expenses. Many auditors are involved in charitable
organizations that may have received this educational letter from
the IRS and might be confused by it.
In a communication to the director of the IRS Exempt Organizations Division, the AICPA Tax Exempt Organization Taxation
Technical Resource Panel has alerted the agency to some confusion and anxiety among organizations that receive these letters
and recommended possible changes to future correspondence.
The AICPA points out that exempt organizations may receive
and properly report contributions and still have little or no fundraising expenses. The Institute cites these examples:
• Volunteer fund-raising labor is an in-kind contribution
that is not permitted to be reported on Form 990 and thus
does not generate a reportable expense.
• Supporting foundations often incur the fund-raising expenses for hospitals and universities.
• Grant revenue is reported with donations. However, generally accepted accounting principles (GAAP) classify efforts
to seek government funding in the form of exchange transactions as an administrative rather than fund-raising expense. (Soliciting government grants that are contributions
would be a fund-raising expense, however.)
The AICPA notes that the educational letters do not give recipients
any concrete instructions, saying only that the IRS “will be inspecting your Form 990 to evaluate our educational efforts.” According to the AICPA, “organizations are not comfortable ‘doing
nothing’ in response to an IRS contact. We have recommended
to the IRS that future letters specify any action the organization
should take, and—at a minimum—include an IRS contact name
and telephone number. We also suggest describing the purpose
for these letters on the IRS Web site, and revising the Form 990
Instructions to direct organizations with low fund-raising expenses
to attach an explanatory statement.” The Institute also offered to
11

meet with IRS representatives to discuss possible improvements
to this communications effort.
E-File for Charities and Non-Profits
The IRS has designed a new electronic filing process for Form
990/990EZ under the IRS e-file program, which began in February, 2004. The National Association of State Charity Officials
(NASCO) has partnered with the IRS to ensure that state requirements are considered. Currently, 37 state and local governments currently accept Form 990/990EZ to satisfy their filing or
registration requirements.
Form 990 is used by tax-exempt organizations including charities, private foundations, and nonprofit organizations to provide
disclosure of releasable data to the public as provided by law. Release I includes Forms 990, 990EZ, 1120 POL, and 8868. The
remaining Form 990 types will be included in a later release.
Listed below are some reasons you may want to use the IRS e-file
program:
• Fast electronic acknowledgment that Form 990 has been
received for processing
• Exempt organizations able to file Form 990 at a single location using a multipurpose form
•

Tax preparation automated with return preparation software
that performs calculations and highlights needed forms and
schedules

•

Easily understandable error messages

•

Information quickly available to IRS Customer Service sites

•

Quick processing time

•

Fewer risks of transcription errors

•

Low error rates

•

Secure tax information

•

Only authorized users able to access the system
12

Any exempt taxpayer who files Form 990/990EZ may participate. Tax professionals who plan to participate must complete a
new or revised Form 8633, Application to Participate in the IRS efile Program.
The approved, IRS e-file providers listing contains links to companies that offer 990 e-file. Answers to your questions regarding application procedures, including revising or submitting a new Form
8633, are contained in the Form 8633 Frequently Asked Questions (FAQ) at www.irs.gov/efile/article/0,,id=118979,00.html.
Form 990-T—Extension Rules Change
The IRS has issued new temporary regulations according to Internal Revenue Code (IRC) Section 1.6081-9T, which were effective June 11, 2003, for tax-exempt organizations that file
form 990-T if they have gross income from an unrelated trade
or business of $1,000 or more. The new regulations state that
exempt organizations may automatically extend the time for filing “Form 990 (series)” returns for three months without a signature or explanation of why an extension is needed. That
broad statement included corporate Form 990-T filers. Form
8868, Application for Extension of Time to File an Exempt Organization Return, under which corporate Form 990-T filers previously received automatic six-month filing extensions, was not
revised.
The IRS is reviewing how to proceed on this issue because of the
confusion caused by these discrepancies. So pending further clarification, corporate Form 990-T filers who file Form 8868 in accordance with its instructions (including full remittance of the
tax and signing the form) will be considered to have requested
and obtained an extension of up to six months as requested on
that form. A corporate Form 990-T filer who files Form 8868
without a signature will receive only a three-month filing extension and must file another Form 8868 if additional time is
needed to file the 990-T return.
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New Filing Requirements for Tax-Exempt Political Organizations
A new law exempts certain state and local political organizations
from some federal tax filing requirements and modifies requirements for other tax-exempt political organizations.
Under the new law, all political organizations filing a Form 8871
must do so electronically. Furthermore, the law requires many organizations to electronically file Form 8872, effective July 1,
2003. After filing an initial Form 8871, political organizations
are issued a username and password.
For further details, go to www.irs.gov, then go to Charities &
Non-profits, then Political Orgs, and then Filing Requirements.
Readers may also refer to News Release 2002-123, Fact Sheet
2002-13, and Revenue Ruling 2003-49 for additional information.
Rebuttable Presumption Procedure
As discussed in a past Alert, intermediate sanction taxes were imposed on top officials within certain tax-exempt organizations
who receive excess compensation from their organization. The
regulations include a fairly straightforward procedure for ensuring that all top officials are in full compliance, and therefore not
liable for the taxes. Subsequently, the IRS developed an article
that discusses how the rebuttable presumption procedure is key
to easy intermediate sanctions compliance. The procedure is not
required, but it may help ensure compliance.
The article includes discussions on covered individuals, the procedure, the benefits for following the procedure, and a rebuttable
presumption checklist. The procedure discussion goes into further detail about who must make the decision, what data must be
used, and how and when to document the decision.
Readers should go to www.irs.gov/pub/irs-tege/m4958a2.pdf to
see the article in its entirety. Moreover, readers may refer to a new
Exempt Organizations Continuing Professional Education article
that explains the provisions relating to “automatic” excess benefit
transactions under IRC Section 4958 for additional guidance at
www.irs.gov/pub/irs-tege/eotopice04.pdf.
14

Top 10 Reasons for Delays in Processing Exempt
Organization Applications
In early March 2004 the IRS published the 10 most common pitfalls in the EO application process. Readers may refer to this document at www.irs.gov/charities/article/0,,id=96361,00.html to
get help avoiding these pitfalls. If your application is initially
completed correctly and sent with all required documents and
schedules, there is a good chance your organization could be recognized as exempt with no further contact. If there is contact, the
agent can address the technical issues that need to be resolved
without taking up your time trying just to get a complete application.
IRS Is Reviewing Tax Deductions Taken on Donated Patents
The IRS is reviewing deductions for patent donations that are
potentially overvalued. In question is the failure to take into consideration factors that affect fair market value (FMV). Since minimal disclosure is required in claiming a patent donation
deduction, companies are more apt to abuse this area. Readers
should be aware of IRS interest in such intellectual property.
Program Reforms for Vehicle Donations
Vehicle donations to charities cost the government $654 million
in lost tax revenue in 2000; nevertheless, over half of the charities
receive less than 5 percent of the value claimed on the donors’ tax
forms, according to the New York Times.
The IRS issued News Release 2003-139 as a reminder to taxpayers of the rules that should be applied to such deductions. The
news release includes such recordkeeping and filing requirements
as the proper determination of the donated vehicle’s FMV, the
need to itemize tax deductions to claim such a benefit, and the
need to confirm that the donee organization is qualified.
Also, in April 2004, Congressman Charles Grassley (R-IA), chairman of the Senate Finance Committee, presented a proposal that
surpasses the President’s proposal, as an amendment to the Foreign Sales Corporation Tax Bill (S.1637). The amendment passed
15

and is now part of S. 1637, which may be taken up by the Senate
in the near future.
The Grassley amendment would disallow deductions for contributions of used motor vehicles, boats, and airplanes if the value
exceeds $500, unless the taxpayer files with the tax return a written acknowledgment from the charity. If the charity sells the vehicle without making any significant use or improvement, the
taxpayer’s deductions will be limited to the gross proceeds from
the sale. The charity will have to provide the taxpayer with a certification that the vehicle was sold at “arm’s length” between unrelated parties and the sale price of the vehicle within 30 days of
the sale. If the charity will not sell the vehicle, it must provide a
receipt within 30 days. The charity, in certain circumstances, will
also be required to certify and provide a document to the taxpayer stating how the vehicle will be used or improved and how
long the charity will use the vehicle, and promising not to sell or
transfer the vehicle. The amendment also includes serious penalties for fraudulent acknowledgments provided to taxpayers.
President Bush included a provision in his fiscal year 2005 budget
proposals that would require taxpayers claiming a tax deduction
for vehicle donations to obtain an independent appraisal of the
fair market value of the vehicle to substantiate their deduction
claim. The Treasury secretary may establish an administrative safe
harbor in published guidance.
Readers should keep themselves apprised of further legislative developments in this area.
Proposed Changes to Form 1023
As discussed in last year’s alert, the IRS is proposing revisions to
Form 1023, “Application for Recognition of Exemption under
Section 501(c)(3) of the Internal Revenue Code,” and the instructions for Form 1023. The proposed revisions are quite extensive. The IRS plans to release the improved Form 1023
sometime in 2004 and does not want any more comments on it
because the electronic version is under way.
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As of the writing of this Alert, the IRS had not finalized the proposed revisions. Readers should keep an eye out for these proposed changes.
IRS Issues New Guides for Charitable Organizations
The IRS has published two new brochures to help tax-exempt
charities understand the tax laws conferring tax-exempt status.
These guides may be a good source of educational material for
board of directors and others less knowledgeable on the topic of
tax issues significant to charitable organizations.
Publication 4220, Applying for 501(c)(3) Tax-Exempt Status, is
designed to help prospective charities apply for tax exemption
under the tax law. The guide can help answer the following questions:
• Why apply for 501(c)(3) status?
• Who is eligible for 501(c)(3) status?
• What responsibilities accompany 501(c)(3) status?
• How do you apply for 501(c)(3) tax-exempt status?
Publication 4221, Compliance Guide for 501(c)(3) Tax-Exempt
Organizations, explains the recordkeeping, report filing, and disclosure rules that apply to organizations that have tax-exempt status under section 501(c)(3). The guide can help answer the
following questions:
• Why keep records?
• What records should be kept?
• How long should you keep records?
• What federal tax reports and returns must be filed?
• What disclosures must a 501(c)(3) organization make?
These publications are available online at the IRS Web site at
www.irs.gov/pub/irs-pdf/p4220.pdf.
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Revenue Ruling 2004-6, Guidelines for Tax-Exempt Groups
Engaged in Public Advocacy
The IRS reminds tax-exempt organizations that their public advocacy activity must adhere to tax rules as well as campaign-finance
laws. As a result they have issued Revenue Ruling 2004-6 concerning certain public advocacy activities conducted by social welfare organizations, unions, and trade associations. Revenue Ruling
2004-6 will be published in Internal Revenue Bulletin 2004-4.
New IRS Web Site Improves Filing and Disclosures for
Political Organizations
The IRS has launched a new Web site, www.irs.gov/polorgs,
which allows political organizations to easily electronically file required documents and greatly improves public access to them.
Now, readily available for public scrutiny is a searchable database
of political organizations’ electronic filings, contributor names
along with contribution amounts and dates, as well as a list of expenditures by the political organization. During the initial transition, all electronic filings of forms are available to be searched,
but only paper filings posted by June 13, 2003, are searchable.
The remaining forms will be available shortly.
IRS Issued 2004 Inflation-Adjusted Numbers—Insubstantial
Benefit Limitations for Contributions Associated With
Charitable Fund-Raising Campaigns
By factoring inflation into the tax rates and certain other
amounts, the law protects taxpayers from losing the value of various benefits. Each fall, the IRS issues a document detailing the results of these adjustments for the coming year (Revenue
Procedure 2003-85), which among many other matters includes
a discussion regarding insubstantial benefit limitations for contributions associated with charitable fund-raising campaigns.
Low-cost article. During the normal course of business, charitable
organizations are permitted to dispense low-cost articles relating
to a fund-raising campaign that will not be considered unrelated
business income by the IRS. For taxable years beginning in 2004,
the unrelated business income of certain exempt organizations
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under Section 513(h)(2) does not include a “low-cost article”
with a value of $8.20 or less.
Other insubstantial benefits. As a general rule, a donor’s contribution must be reduced by the value of the goods or services received in return for the donation to calculate the deductible
portion. Nevertheless, an insubstantial benefit can be disregarded
if the gift meets the requirements for claiming a write-off, therefore permitting a full deduction. Readers should refer to the alternative limitations used to determine if the benefits meet the
standards for “insubstantial value” set out in Rev. Proc. 90-12,
1990-1 C.B. 471, and Rev. Proc. 92-49, 1992-1 C.B. 987 (as updated). For taxable years beginning in 2004, the guidelines in section 3 of Rev. Proc. 90-12, 1990-1 C.B. 471 (as amplified and
other insubstantial benefits modified), for disregarding the value
of insubstantial benefits received by a donor in return for a fully
deductible charitable contribution under Section 170, have been
raised from $5 to $8.20, $25 to $41, and $50 to $82.
Readers may refer to the entire document at www.irs.gov/newsroom/
article/0,,id=118033,00.html.
Charitable Tax Shelters
The IRS and Treasury Department set an unparalleled precedent
by designating tax-exempt organizations, such as charities, as partakers in tax shelters. Such abusive transactions involve businesses
organized as corporations that pass income, and consequently
taxes, through to their shareholders. Businesses are now prohibited from forming partnerships with charitable organizations for
the sole purpose of creating bogus tax deductions. These actions
are being taken to ensure the integrity of charities.
The Better Business Bureau Wise Giving Alliance

The Better Business Bureau (BBB) Wise Giving Alliance is a charity watchdog whose objectives include assisting donors in making
knowledgeable and informed giving decisions. As discussed in last
year’s alert, the Alliance issued new charity accountability standards
in March 2003.
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The BBB Wise Giving Alliance developed the Wise Giving Seal,
which guarantees donors that the charity operates in accordance
with these thorough standards. Qualified charities will have authorization to display the seal in their solicitation material, advertisements, and other items, signifying that they have met the
Alliance standards. Readers should refer to www.give.org/seal/
how.asp for key points in applying for and retaining use of the
seal. Interested charities should also review the licensing agreement
and the BBB Wise Giving Alliance Standards for Charity Accountability and consult the Alliance if further information is needed.
The Charitable Giving Act of 2003

A proposed bill has been introduced that will hearten charitable
donations through tax incentives for individuals and organizations.
If the bill becomes law, individuals would be entitled to deduct
up to $250 after reaching a $250 threshold and married couples
filing jointly would be entitled to deduct up to $500 after reaching a $500 threshold on nonitemized returns. For instance, an individual nonitemizer who donates $450 would be entitled to a
deduction of $200. Currently, individual nonitemizers who take
the standard deduction, a flat amount based on individual filing
status, are not able to deduct charitable gifts.
The bill would also allow individuals aged 70½ and over to make
donations to not-for-profit organizations directly from their individual retirement accounts (IRAs) without being obligated to pay
federal income taxes on the withdrawal. Currently, individuals
must include such an IRA distribution in their income and pay
taxes on the withdrawal. If this becomes law, not-for-profit organizations stand to benefit from this change, given that the organization will receive the entire donated amount as opposed to the
donated amount less the amount of federal taxes paid.
Furthermore, as a stimulus to contributions received by not-forprofits, the bill would disqualify administrative expenses from
counting toward the federally mandated 5 percent of investments
that private foundations are required to spend each year. In general,
private foundations are required to give away a certain percentage
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of their funds each year, and currently certain operating expenses
are permitted to count toward that percentage. The bill would
prohibit this exemption, compelling foundations to donate a full
5 percent of their holdings to not-for-profit organizations each
year to maintain tax-protected status in addition to paying operating expenses out of pocket.
The National Committee on Planned Giving Released Valuation
Standards for Charitable Planned Gifts

In April 2004, the National Committee on Planned Giving
(NCPG) released standards for determining the value of all types
of planned gifts to charitable organizations. These standards,
which are not an authoritative source of GAAP, were developed
by the NCPG because the NCPG perceives that accepted methods for accounting, counting, and determining the charitable deduction for planned gifts substantially underestimates the value
of planned gifts. These standards are aimed at determining the
present value of planned gifts based on real-world data, such as
inflation, the standards of the Prudent Investor Rule, and historical indexes of investment performance.
Readers may view the standards by going to www.ncpg.org/
ethics_standards/press_release.asp?section=7.
Sarbanes-Oxley Act and Not-for-Profits

As discussed in last year’s alert, although the Sarbanes-Oxley Act is
applicable only to public companies and their auditors, it has been
having a cascade effect on not-for-profit organizations. For example, in late January 2003, the New York State Attorney General’s
Office announced proposed requirements for not-for-profits that
mimic the requirements of Sarbanes-Oxley. Such provisions that
could cascade through to not-for-profit organizations in the future
may include the certification of financial statements, increased disclosures, increased role of the audit committee, and code of conduct rules for chief financial officers (CFOs) and other senior
financial officers. Since then the New York legislature has agreed to
amend some provisions of the not-for-profit “Cascade” bill. The
proposal, S-4838, was introduced in its revised form, which now
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requires an executive committee only if the board has more than 25
members. In spite of this, an organization retains the right to
amend its bylaws to prohibit the formation of an executive committee. The revised proposal also adopts the use of federal intermediate sanction rules the IRS uses in circumstances concerning
excess benefit transactions and exempt organizations. Another
change pertains to the extensive certification requirements that
would now be limited to organizations with revenue above $1 million, or with assets of more than $3 million.
Furthermore, an increasing number of donors are asking for financial statements and Form 990 information concerning a notfor-profit organization before donating to that organization as a
result of renewed interest in accountability to financial statement
users brought about by the issuance of Sarbanes-Oxley.
See the section of this Alert titled “Legislative Activities Aimed
at Strengthening Governance and Accountability” for more information.
Code of Ethics Developed by the Independent Sector

A statement of values and code of ethics have been established by
the Independent Sector to be used as a guideline for U.S. not-forprofits. The Independent Sector is an advocacy group for not-forprofits with national membership. This statement may be used as
a model to create new ethics codes or update existing ones. It addresses areas such as commitment to the public good, accountability to the public, personal and professional integrity, mission,
governance, openness and disclosure, legal compliance, commitment beyond the law, responsible stewardship, inclusiveness, program evaluation, fund-raising, and diversity. The statement is
available at independentsector.org.

Audit and Attestation Issues and Developments
Investments in Hedge Funds

Most not-for-profit organizations aim for a return rate that meets
inflation, covers their annual spending rate, and covers their
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management fees. Recently, some organizations have shifted the
mix of their investment assets by allocating a smaller portion of
their assets to equity, fixed income, and cash, and allocating a bigger portion to real estate and alternative investments, particularly
hedge funds. According to the 2004 Commonfund Benchmarks
Study by the Commonfund Institute in Wilton, Connecticut,
not-for-profit hedge-fund investments grew to 45 percent of alternative investments from 42 percent a year earlier, whereas private equity real estate fell to 12 percent from 20 percent.
A hedge fund is a private-investment limited partnership that invests in a variety of securities. The hedge fund often uses arbitrage
to speculate on the difference in interest rates among securities
and frequently invests in startup companies and initial public offerings. Some hedge funds use computer modeling and derivatives (which are often complex financial instruments whose value
is derived from an underlying security, commodity, or asset) in
hopes of producing a profit.
There are two types of partners in a hedge fund, a general partner
and limited partners. The general partner is the individual or entity who started the hedge fund. The general partner also is responsible for all the trading activity and day-to-day activities of
running the hedge fund. The limited partners typically supply
most of the capital but do not participate in trading or day-to-day
activities of running the hedge fund.
Hedge funds typically engage in complicated trading strategies.
Such strategies, designed to “hedge” investors from changes in
currency and interest rates, require traders to predict the direction
of those changes.
Auditors should determine if their clients invest in hedge funds
and should assess the risk related to those investments. SAS No.
92, Auditing Derivative Instruments, Hedging Activities, and Investments in Securities (AICPA, Professional Standards, vol. 1, AU
sec. 332), provides guidance on auditing investments. For further
information about auditing investments and complying with
SAS No. 92, see the AICPA Audit Guide Auditing Derivative
Instruments, Hedging Activities, and Investments in Securities.
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Auditors should also consider whether management has met all
disclosure requirements.
Legislative Activities Aimed at Strengthening Governance
and Accountability

Auditors are reminded that all organizations, not-for-profits included, are being held to higher standards of accountability these
days, in the wake of recent business scandals. The fund-raising
ability of not-for-profits can be harmed as a result of negative public perceptions brought on by business and accounting scandals.
As discussed in the “Sarbanes-Oxley Act and Not-for-Profits” section of this alert, the New York Attorney General’s Office proposed legislation affecting not-for-profits in light of the
Sarbanes-Oxley Act. Other states are following suit. For example,
in February 2004, the California Attorney General’s Office proposed legislative reforms to strengthen accountability and oversight of not-for-profit organizations and commercial fund-raisers
by setting new audit requirements, strengthening governing
boards’ control over executive compensation and solicitation
campaigns, and barring unapproved fund-raising payments to
celebrities. Moreover, in March 2004 the Massachusetts Attorney
General’s Office also considered new regulations that aim to improve charity accountability and transparency. The proposed
Massachusetts legislation is still in draft form and attempts to apply
some of the principles and requirements in the federal SarbanesOxley Act to not-for-profits. These reforms were introduced in
the hopes of bolstering donor confidence in charitable giving by
requiring not-for-profits to comply with more governance and
accountability standards.
Internal Control

Limited resources inherent in many not-for-profit organizations
can prevent even management with good intentions from setting
aside sufficient time, attention, and people for an effective internal control process. Small organizations, limited accounting and
administrative staff, insufficient funding, and archaic technology
can hinder the best intentions.
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In a lot of not-for-profits one individual may perform several job
functions. For instance, one individual receives the money when
it comes in, counts it, makes the bank deposit, posts the data into
the computer, sends out receipts, and prepares the bank reconciliation every month. Many not-for-profit organizations tend to be
small and find it difficult to provide an adequate segregation of
duties.
Volunteer Services at Not-for-Profits
Some not-for-profits use the services of volunteers to provide accounting and other administrative services for the not-for-profit.
The level of the volunteer’s expertise has a significant impact on
the effectiveness of the not-for-profit’s internal control. Using
volunteers can place a not-for-profit at greater risk for mishaps or
corruption, if the volunteer lacks sufficient training to accomplish fiduciary tasks. Lacking the proper training and awareness
of issues affecting the financial operations of a not-for-profit, any
manager, especially a volunteer manager, could either deliberately
or inadvertently compromise internal controls, thus increasing
the risk of fraud. To compound the issue even further, in some
cases, volunteer boards are deficient in understanding the financial and regulatory sides of the not-for-profit’s operation. Therefore, when and if these inexperienced board members review
financial data, they might not call into question information that
is pivotal to identifying problem conditions in the not-for-profit.
Auditor Guidance
Not-for-profit auditors should refer to SAS No. 55, Consideration
of Internal Control in a Financial Statement Audit (AICPA, Professional Standards, vol. 1, AU sec. 319), as amended, and SAS No.
94, The Effect of Information Technology on the Auditor’s Consideration of Internal Control in a Financial Statement Audit (AICPA,
Professional Standards, vol. 1, AU sec. 319), for guidance regarding internal control. SAS No. 55 (AU sec. 319.25-.26) states:
The control environment sets the tone of an organization, influencing the control consciousness of its people. It is the foundation for all other components of internal control, providing
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discipline and structure. Control environment factors include
the following:
a. Integrity and ethical values
b. Commitment to competence
c. Board of directors or audit committee participation
d. Management’s philosophy and operating style
e. Organizational structure
f. Assignment of authority and responsibility
g. Human resource policies and practices

The auditor should obtain sufficient knowledge of the control
environment to understand management’s and the board of director’s attitude, awareness, and actions concerning the control
environment….

In addition to becoming and remaining familiar with the not-forprofit industry and its unique characteristics and challenges, the
auditor should assess the not-for-profit’s board and management
expertise.
Ways for Not-for-Profit Management to Strengthen Controls
To help strengthen internal control, not-for-profits may find
these measures effective.
1. Financially competent board members perform complete
reviews, on a regular basis, of budget and operating results
and immediately follow up on questionable situations.
2. At least one board member must be the check signer of all
significant not-for-profit expenditures.
3. Board members, managers, volunteers, and others must
provide disclosures of any related-party issues involving
their affiliation or knowledge of affiliations with the notfor-profit.
4. A proper tone at the top should be maintained. If employees, managers, and volunteers witness the board and
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the executives bending the rules, for whatever reason, all
other rules are subject to bending as well.
5. Since an adequate segregation is not often practical, the
periodic reperformance of the work of subordinates by
supervisors may be used as a compensating control.
6. Properly prepared reconciliations quickly highlight differences resulting from errors and other problems, including wrongdoing.
Also, involving nonaccountants in the control system can prove
effective. For instance, the not-for-profit events coordinator can
be in charge of opening up the mail and generating the deposit
slip. The not-for-profits director of development can generate
and send receipts. In addition, if the not-for-profit is operated by
one individual, the use of a lockbox may be considered part of the
control process. Readers may also refer to Professional Issues Task
Force (PITF) Practice Alert 03-01, Audit Confirmations, for guidance in addressing some of the current deficiencies seen in the
confirmation process.
Auditing Contributions Receivable

It appears that many not-for-profits are not focusing enough attention on contributions receivable and their allowance for uncollectible amounts. Although contributions receivable are not
required to be confirmed under SAS No. 67, The Confirmation
Process (AICPA, Professional Standards, vol. 1, AU sec. 330), auditors may nevertheless decide to request confirmation of contributions receivable. Readers may refer to paragraph 5.84 of the
AICPA Audit and Accounting Guide Not-for-Profit Organizations
for additional guidance. Auditors deciding to request confirmation of contributions receivable should consider requesting such
confirmations more than just in the year the receivable originates
in situations where the contributions are large pledges and multiyear gifts. (Auditors should refer to SAS No. 67 for guidance
about the confirmation process.) Many auditors confirm these
types of contributions receivable only in the year the receivable
originates and never again. Thus situations can arise where the
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contribution is not being properly reflected in subsequent years
and the confirmation process would have revealed that. For example, an extension of the repayment terms may result in
changes in the estimated fair value that can then lead to improper
valuation if not reflected in the accounting records.
Confirming recorded promises to give (contributions receivable)
may help the auditor obtain additional evidence regarding the existence of the promise to give, the existence or absence of restrictions
and conditions, and the periods over which the promises to give
become due. This will provide additional evidence about recognition initially and for subsequent measurement of the contribution
receivable. Remember that the fair value of contributions arising
from unconditional promises to give cash and noncash assets may
change because of (1) changes in the quantity or nature of assets expected to be received (such as in the amounts of future cash flows),
(2) changes on the timing of assets expected to be received, and (3)
changes in the expected fair value of underlying noncash assets.
The confirmation process may help auditors address the financial
statement assertions regarding contribution receivables.
Initial confirmations are used principally to provide evidence
about the existence/occurrence assertion. Subsequent confirms
can be used as an additional audit consideration to address completeness, valuation, and presentation and disclosure. In other
words, subsequent confirmation procedures may help address
changes that have occurred in the contribution receivable,
whether collectibility is an issue, if any changes in the fair value of
the underlying asset have occurred, and if amounts are appropriately reported in the financial statements. Readers should refer to
the “Accounting Issues and Developments” section of this Alert
for guidance on accounting for contribution receivables.
Uncollectible Amounts
The auditor should also consider the appropriateness of the allowance for uncollectible pledges account. Since this account involves a higher degree of subjectivity than normal trade or loans
receivable, due to the voluntary nature of the underlying transaction, auditors may need to pay special attention to this area. In
doing so, it may shed some light on the valuation assertion to
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ensure that contribution receivables are appropriately valued. A
periodic valuation of promises to give by management is an added
control that may help identify write-offs of uncollectible promises
to give. The write-offs should be reviewed to ensure that they have
been approved in accordance with the entity’s established policy.
Moreover, the auditor should perform auditing procedures that
involve reviewing promises to give for collectibility and if appropriate, changes in the fair value of the underlying asset.
Pension Plan Risks

As more not-for-profit employers offer pension benefits such as
403(b), 401(k), and possibly others, auditors need to be aware of
the risks that may be involved. The not-for-profit employer must
decide on a fund manager; set investment policies; decide
whether to administer the plan or hire an administrator, and
whether and how to contribute on behalf of employees; and determine how employees vest in the plan and whether they can
borrow from it. And the auditor must consider pension plan estimates and assumptions.
Compensation and benefit costs, including pension benefit costs,
can be significant to the financial statements of not-for-profit organizations. Auditors should continue to challenge all assumptions used for pension calculations with particular attention to the
mix of assets in the pension plan and the assumptions used. For
example, an auditor may need to assess whether high long-term
expected rates of return are unreasonable if an organization’s portfolio is conservatively invested. Also, an auditor may need to assess
whether salary increase assumptions are too high, given the normally lower rates of salary increases at not-for-profits. As challenges arise auditors may consider the use of a pension specialist.
Auditors should refer to SAS No. 73, Using the Work of a Specialist
(AICPA, Professional Standards, vol. 1, AU sec. 336), for guidance.
Like other companies, not-for-profits may be facing the risk of
underfunded pension plans. An organization with an underfunded pension plan may face the risk of technically defaulting
on the debt it carries. Thus, a going-concern problem can arise.
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Auditors should be aware of this risk in this current economic environment and determine whether this risk exists at their clients.
Audit procedures may need to be designed and performed to address liabilities for underfunded pensions and any going-concern
risks. In addition, auditors may need to determine whether disclosure in the financial statement is warranted, based on the pension circumstances at each client.
Pension Plan and Other Postretirement Plan Estimates
and Assumptions
There are many different factors that could contribute to a risk
that key assumptions used by management in recording accounting estimates related to their organization’s pension plan and
other postretirement plans may be unrealistic and lead to material misstatement in the financial statements.
Management needs to continuously monitor the key assumptions used in measuring pension benefit obligations, returns on
plan assets, and periodic service cost. Principal actuarial assumptions include discount rates, participation rates, and factors affecting the amount and timing of future benefit payments. FASB
Statements No. 87, Employers’ Accounting for Pensions, and No.
106, Employers’ Accounting for Postretirement Benefits Other Than
Pensions, indicate that each assumption shall reflect the best estimate solely with respect to that individual assumption on the applicable measurement date.
Pension Discount Assumptions
Not-for-profit organizations make a number of assumptions to
determine pension expense and obligations, including the interest rate used to determine the present value of liabilities (discount
rate) and the expected rate of return on plan assets.
Auditors should exercise professional skepticism when considering the objective and subjective factors used by management in
setting the discount rate and other assumptions to estimate obligations and expenses under pension benefit plans. Guidance on
auditing estimates is found in SAS No. 57, Auditing Accounting
Estimates (AICPA, Professional Standards, vol. 1, AU sec. 342).
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The disclosure requirements in SOP 94-6, Disclosure of Certain
Significant Risks and Uncertainties, may also need to be considered by both management and the auditor.
Minimum Liability Adjustments
Many not-for-profits present minimum liability adjustments on
the statement of activities as a nonoperating item as the concept
of other comprehensive income does not exist for not-for-profits.
To further clarify, some organizations present the minimum pension liability adjustment either as an adjustment after coming to a
subtotal change in net assets before the minimum pension liability adjustment or as a nonoperating item as stated above. Auditors should refer to paragraphs 36 and 37 of FASB Statement No.
87 for additional guidance.
Also, auditors need to be aware of year-end contributions, valuation dates, and plan changes (freezing benefits) that may require
or affect disclosures. FASB Statement No. 132, Employers’ Disclosures about Pensions and Other Postretirement Benefits (revised
2003), presents guidance on disclosure requirements.
Special Fraud Advice for 2004

As always, auditors should fulfill their responsibilities under SAS
No. 99, Consideration of Fraud in a Financial Statement Audit
(AICPA, Professional Standards, vol. 1, AU sec. 316). Some particularly useful auditing procedures important to spotlight this
year are:
• Consider developing a vendor file interrogation process to
identify the largest and most frequent vendors, new vendors created in the last year, and the not-for-profit’s familiarity with this information.
• Pay attention to check cashing and travel advances and be
on the lookout for kiting activities and excessive check
cashing by employees.
• A review of travel expenses on a per person, per trip basis
may reveal excessive padding.
31

• Pay attention to purchases of materials in excess of normal
usage. Employees may make excessive purchases in the
not-for-profit’s name, with a purchasing card, and then sell
or use the excess items for personal profit.
Auditors should refer to the AICPA Audit and Accounting Guide
Not-for-Profit Organizations, Chapter 2, Appendix A, “Consideration of Fraud in Financial Statement Audit,” for guidance on fulfilling their responsibilities under SAS No. 99. Moreover, the
AICPA Practice Aid Fraud Detection in a GAAS Audit, Revised
Edition (product no. 006615kk) provides practical, not-for-profitspecific help on considering fraud in a financial statement audit.
Also see the AICPA’s Antifraud & Corporate Responsibility Resource Center at www.aicpa.org/antifraud, an online resource
providing comprehensive tools, information, and resources devoted to the prevention, detection, and investigation of fraud.
Common Engagement Deficiencies

Following are some deficiencies commonly noted on not-forprofit engagements during recent peer reviews and AICPA Professional Ethics Division investigations of CPA firms. This list
continues to include some of the deficiencies identified in the
past, indicating continuing problems with the same matters.
Consider reviewing this brief list and then see if your not-forprofit engagements may have similar deficiencies.
• Failure to identify a voluntary health and welfare organization as such.
• Incorrect classification of contributions as unrestricted,
temporarily restricted, or permanently restricted.
• Failure to present a statement of cash flows (as required by
FASB Statement No. 117, Financial Statements of Not-forProfit Organizations).
• Inadequate audit procedures to support the statement of
functional expenses.
• Improper accounting for restricted funds.
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• Inadequate format, titles, and presentation of financial
statements.
Reclassifications

Management is obligated to ensure that the not-for-profit is
using the contributions for the purposes stipulated by the donor.
Some organizations may look to “reclassify” contributions, believing that all the original contribution had been used for its designated purpose and the remainder is investment earnings for
which the donor has given no explicit instructions. Auditors are
reminded to be aware of such reclassifications. Donor-imposed
restrictions need to be adhered to since they do not just go away.
Following is a discussion about when reclassifications should be
made and auditing considerations.
Reclassifications of net assets—that is, simultaneous increases in
one net asset class and decreases in another—should be made if
(1) the organization fulfills the purposes for which the net assets
were restricted; (2) donor-imposed restrictions expire, such as
with the passage of time or with the death of a split interest agreement beneficiary (if the net assets are not otherwise restricted);
(3) a donor withdraws, or court action removes, previously imposed restrictions; or (4) donors impose restrictions on otherwise
unrestricted net assets.3 For example, the amount of a donor’s
contribution that must be used by the organization for a specified
program would be reclassified from temporarily restricted to unrestricted net assets in the period in which the organization conducts the program.4 Readers may also refer to paragraph 9.08 of
3. See paragraph 5.40 of the Audit and Accounting Guide Not-for-Profit Organizations
for guidance regarding donors imposing restrictions on otherwise unrestricted net
assets.
4. A purpose restriction is often fulfilled when the organization incurs an expense or recognizes a liability to a vendor to acquire goods or services that satisfies the restriction.
See paragraph 5.44 of the Audit and Accounting Guide Not-for-Profit Organizations
for guidance on appropriate accounting when expenses are incurred for a purpose for
which both unrestricted and temporarily restricted net assets are available. See paragraph 8.17 of the Audit and Accounting Guide Not-for-Profit Organizations for a discussion of the accounting policy for reporting investment gains and income if the
organization meets donor-imposed restrictions on all or a portion of such gains and
income in the same reporting period as the gains and income are recognized.
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the Audit and Accounting Guide Not-for-Profit Organizations for
guidance on reclassifications involving the use of contributed depreciable assets.
Auditing
Since net assets cannot be measured independently of an organization’s assets and liabilities, the auditor’s consideration of net
asset balances generally focuses on the assertions about rights and
obligations and presentation and disclosure. In addition, the auditor may need to consider the following specific audit objectives,
selected controls, and auditing procedures that are unique to notfor-profit organizations.
Auditing Considerations
Financial
Statement
Assertions

Specific
Audit
Objectives

Rights and
obligations

Net assets are used
and accounted for
in accordance with
donor restrictions.

Presentation
and disclosure

Temporarily
restricted net assets
are reclassified as
unrestricted net
assets in the
statement of
activities when
donor-imposed
restrictions have
been fulfilled.

Examples of
Selected
Controls
Management
monitors
compliance with
donor restrictions.

Examples of
Auditing
Procedures

Review minutes
of governing board
and governing board
committee meetings
for evidence of
donor restrictions.
Determine
compliance with
donor restrictions;
test expenditures to
determine that
restricted net assets
are used for their
restricted purposes.
Controls ensure that Determine that
reclassification of
appropriate
temporarily restricted reclassifications are
net assets occurs
made on the
when donor-imposed statement of
restrictions have
activities when
been fulfilled.
donor-imposed
restrictions have
been fulfilled.
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Ethics Interpretation 101-3, “Performance of Nonattest Services”

In September 2003, the AICPA’s Professional Ethics Committee
issued a revision to Interpretation No. 101-3, “Performance of
Other Services,” of ET section 101, Independence (AICPA, Professional Standards, vol. 2, ET sec. 101.05), which applies to AICPA
members. The revised Ethics Interpretation modifies the practitioner’s responsibilities for maintaining independence when providing nonattest services to attest clients. Given that nonattest
services include bookkeeping services, payroll services, and tax
services, the auditors of many NPOs may be affected by this revised interpretation.
Ethics Interpretation 101-3 states that a member who performs attest services (audits, examinations, reviews, compilations, and
agreed-upon procedures services) should not perform management
functions or make management decisions for an attest client.
(However, the member may provide advice, research materials, and
recommendations to assist the client’s management in performing
its functions and making decisions.) If a member is engaged to perform nonattest services, the client must agree to perform the following functions in connection with the engagement:
• Make all management decisions and perform all management functions
• Designate a competent employee, preferably within senior
management, to oversee the services
• Evaluate the adequacy and results of the services performed
• Accept responsibility for the results of the services
• Establish and maintain internal controls, including monitoring ongoing activities
The member should be satisfied that the client will be able to
meet all these criteria and to make an informed judgment on the
results of the member’s nonattest services. Assessing the competency of the client’s designated employee is a matter of professional judgment. The member should be satisfied that the
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employee understands the services to be performed sufficiently to
oversee them. In cases where the client is unable or unwilling to
assume these responsibilities (for example, the client does not
have an individual with the necessary competence to oversee the
nonattest services provided, or is unwilling to perform such functions due to lack of time or desire), the member’s provision of
nonattest services would impair independence. Before performing nonattest services, the member should establish and document in writing the client’s acceptance of its responsibilities, as
well as the objectives of the nonattest engagement, services to be
performed, member’s responsibilities, and any limitations of the
engagement. Code of Professional Conduct section 101 provides
examples of nonattest services and whether performance of those
services would impair independence.

Accounting Issues and Developments
Accounting for Declines in the Value of Endowment Funds

Throughout the past few years market declines have negatively
affected the investment portfolios of many not-for-profit organizations. Consequently, numerous not-for-profit organizations
have experienced negative investment returns and decreases in
the value of their investment portfolios, which in turn affect their
endowment funds. The effect of a decrease in market value of an
investment portfolio on an individual endowment fund depends
on various factors, such as the time at which the individual endowment fund is set up, donor stipulations pertaining to the particular endowment fund, applicable laws, and amounts expended
to date.
According to the 2004 Commonfund Benchmarks Study by the
Commonfund Institute in Wilton, Connecticut, 54 percent of
educational endowments and foundations surveyed reported that
they had funds whose market values had decreased below their
historic dollar value (“underwater” funds). The meaning of the
term historic dollar value comes from the Uniform Management
of Institutional Funds Act (UMIFA). In states that have adopted
a version of the UMIFA, the historic dollar value is generally the
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value of the original contribution at the date of the gift adjusted
for additional contributions and any other amounts required to
be added to those gifts either by donor or law. There is a correlation between the historic dollar value of the endowment fund
and the balance designated as a permanently restricted net asset
for the fund.
The market value of endowment funds in existence for a shorter
period of time is at greater risk for falling below the fund’s historic dollar value because those funds have not had the opportunity to accumulate appreciation.
UMIFA
What many organizations refer to as “the endowment fund” is actually a pool of multiple funds invested together. Each fund has
its own specific instructions, which were provided by the donor
or the governing board when the fund was established. Current
practice suggests that the determination of whether the market
value of an endowment fund has decreased below its historic dollar value is made on a fund-by-fund basis rather than for the entire pool of endowment funds. Eliott Spitzer, the attorney general
of New York, has opined that the New York statute’s “reference to
an endowment fund in section 513(c) indicates that appreciation
available for appropriation is determined on an endowment
fund-by-endowment fund basis” (http://www.oag.state.ny.us/
charities/endowment.pdf ). Although Spitzer’s opinion is applicable only in New York State, he is an influential voice in the regulation of not-for-profit organizations.
To determine how the losses on an investment pool should be
classified, an organization should look to the restrictions on the
individual funds that constitute the pool rather than to the aggregate of all investments in the pool. The loss on the pool assets is
unitized and allocated to each individual fund. The classification of the loss within the individual endowment fund depends
on the amount of net appreciation of the fund in prior years and
the classification of that net appreciation in accordance with explicit donor restrictions or a law that extends the donor restrictions to the net appreciation. (An example of the determination
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of classification of gains and losses on endowment funds was provided in the 2003 Audit Risk Alert.)
In many states, the UMIFA, as adopted in the various jurisdictions,
provides the relevant law. Practitioners should also be aware of
their state’s law concerning net appreciation of donor-restricted
endowment funds and whether or not it was modified from the
standard language of the UMIFA in its adoption. Practitioners
should also be aware that the National Conference of Commissioners on Uniform State Laws currently is drafting proposed revisions to the UMIFA, which, if adopted in a state, may change
the classification of net assets of endowment funds in that state.
At least one jurisdiction, Maryland, has introduced legislation
consistent with proposed revisions to the UMIFA.
Generally, not-for-profit organizations fall into one of the following three categories related to the classification of net appreciation for endowment funds: (1) the UMIFA adopted without
modification—net appreciation is expendable for the same uses
and purposes as the endowment’s income unless donors stipulate
otherwise, (2) the UMIFA adopted with modification—net appreciation is expendable for the same uses and purposes as the endowment’s income, but there are limitations on how much of the
appreciation can be expended depending on the modifications to
the UMIFA, and (3) trust law—net appreciation is permanently
restricted.
Help Desk—UMIFA regulations for your state may be found
by going to http://www.law.cornell.edu/uniform/vol7.html
#infnd. Alternatively, you could go to www.state.XX.us, where
the “XX” stands for your state’s postal code. Once you have
found your state’s Web site, look for laws or regulations. You
want to find the state’s general laws. Then perform a word
search for such terms as appreciation or management of institutional funds.

Classification of Losses
FASB Statement No. 124, Accounting for Certain Investments
Held by Not-for-Profit Organizations, paragraphs 12, 13, 73, 74,
76, and 77, is the principal guidance for accounting for endowment funds whose market value has declined, including losses
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that cause the market value of the fund to fall below its historic
dollar value. Paragraph 12 of FASB Statement No. 124 states:
12. In the absence of donor stipulations or law to the contrary,
losses on the investments of a donor-restricted endowment
fund shall reduce temporarily restricted net assets to the extent
that donor-imposed temporary restrictions on net appreciation
of the fund have not been met before the loss occurs. Any remaining loss shall reduce unrestricted net assets.

Paragraph 12 of FASB Statement No. 124 provides practitioners
with authoritative guidance relating to accounting for losses on
the investments of a donor-restricted endowment fund. The
FASB has clarified the requirements of paragraph 12 in the basis
for conclusions of FASB Statement No. 124, paragraphs 73 and
74. Paragraphs 73 and 74 of FASB Statement No. 124 state:
73. The Board concluded that, in the absence of donor stipulations or law to the contrary, losses on the investments of a
donor-restricted endowment fund reduce temporarily restricted or unrestricted net assets. The Board concluded that if
a donor requires an endowment fund to be invested in perpetuity, permanently restricted net assets should equal the historic dollar value of the fund. The Uniform Act says,
“Accounting entries recording realization of gains or losses to
the fund have no effect upon historic dollar value. No increase
or decrease in historic dollar value of the fund results from the
sale of an asset held by the fund and the reinvestment of the
proceeds in another asset” (comment to Section 1 (5)). Unless
historic dollar value changes, such as when a donor directs that
gains be accumulated in the fund, neither gains nor losses affect permanently restricted net assets.
74. Whether a loss reduces temporarily restricted net assets, unrestricted net assets, or both depends on where the net appreciation of the fund is classified at the time the loss occurs. First, to
the extent that donor-imposed temporary restrictions on net appreciation have not been met prior to the loss, the loss reduces
temporarily restricted net assets. The remaining loss reduces unrestricted net assets, which can be viewed as reducing any net
appreciation classified in that net asset class and then reducing
unrestricted net assets for any excess loss (that is, the amount by
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which the fair value of the assets of the fund is less than the historic dollar value). In other words, when losses exceed the net
appreciation classified in temporarily restricted and unrestricted
net assets, the excess loss reduces unrestricted net assets.

Paragraph 73 of FASB Statement No. 124 indicates that in states
that have adopted the UMIFA without modification, permanently restricted net assets should equal the historic dollar value
of an endowment fund, with gains or losses having no effect on
permanently restricted net assets unless the donor has stipulated
otherwise. Thus, losses on an endowment fund should be
recorded only as decreases in temporarily restricted or unrestricted net assets. As paragraph 74 explains, if an organization
has recorded net appreciation of an individual endowment fund
as temporarily restricted in accordance with the donor’s provisions and/or state law, and accumulated unspent net appreciation
of that fund exists at the time the investment losses are incurred,
the losses of that fund should be recorded as reductions to temporarily restricted net assets. Once the losses exceed the portion
of that fund’s accumulated net appreciation that is classified as
temporarily restricted, any additional losses should reduce unrestricted net assets.
Disclosures
Paragraph 15(d) of FASB Statement No. 124 provides practitioners with authoritative guidance relating to disclosures required
when individual endowment funds are underwater. It states:
15(d). For each period in which a statement of financial position is presented, a not-for-profit organization shall disclose the
aggregate amount of the deficiencies for all donor-restricted
endowment funds for which the fair value of the assets at the
reporting date is less than the level required by donor stipulations or law.

The disclosure may also include a statement that the organization
is under no legal obligation to immediately restore funds to their
original value, assuming that is true under the state’s law. Moreover, a description of the nature of the deficiency, how it has been
accounted for, and the endowment spending policy, specifically
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relating to expenditures from or for underwater endowment
funds may be disclosed. If the underwater funds are sizeable, additional detail may be provided such as purpose, value, and the
effect on the endowment distribution in the current fiscal year.
Recoveries of Market Value
As economic conditions improve, the market value of endowment funds recovers. Paragraph 13 of FASB Statement No. 124
provides practitioners with authoritative guidance relating to reporting gains on investments of underwater endowment funds.
13. If losses reduce the assets of a donor-restricted endowment
fund below the level required by the donor stipulations or law,
gains that restore the fair value of the assets of the endowment
fund to the required level shall be classified as increases in unrestricted net assets.

Paragraph 77 of FASB Statement No. 124, as stated below, provides additional guidance relating to the restoration of fair value
of the assets of the endowment fund.
77. Because unrestricted net assets are reduced for the excess
loss when the fair value of the assets of the endowment fund
falls below the fund’s historic dollar value, this Statement requires that unrestricted net assets be restored from future gains
for that reduction. Some respondents said that that classification was confusing and that they would expect those gains to
be classified as increases in permanently restricted net assets because they cannot be appropriated for expenditure. However,
because the prior loss did not reduce permanently restricted
net assets, the classification suggested by respondents would
increase the amount of permanently restricted net assets beyond the level required by donor restrictions or law. Thus,
gains that restore the fair value of the assets of the endowment
fund to the fund’s required level (historic dollar value) should
be classified as increases to the same class of net assets that was
previously reduced for the excess loss—unrestricted net assets.
After the fair value of the assets of the endowment fund equals
the required level, gains are again available for expenditure,
and those gains that are restricted by the donor are classified as
increases in temporarily restricted net assets.
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Thus, once the market value of an underwater endowment fund
equals or exceeds its historic dollar value, the classification of any
future gains are classified as increases in temporarily restricted net
assets if the donor restricted the use of the endowment’s income
or unrestricted if the donor did not restrict the income’s use.
Reducing Permanently Restricted Net Assets
The previous discussion notwithstanding, circumstances exist in
which an organization should reduce permanently restricted net
assets as a result of underwater endowment funds. Those circumstances are:
• Donor modification of the terms of restrictions. The preceding discussion focused on the classification of gains and
losses in the absence of explicit donor stipulations about
how to use gains or restore losses. If the donor specifically
addresses those issues in the gift agreement, the UMIFA
does not apply and the donor’s restrictions should be followed when classifying gains and losses.
• Donor requirement to hold specified securities. As discussed in paragraph 11 of FASB Statement No. 124, “If a
donor states that a specific investment security must be
held in perpetuity, the gains and losses on that security are
subject to that same permanent restriction unless the
donor specifies otherwise.”
• Split-interest agreements. An agreement with a donor for a
split-interest gift determines the classification of the gains
and losses on the investments of the split-interest trust. If a
donor requires the remaining assets of a split-interest trust
agreement to be used to create a permanently restricted endowment fund at the beneficiary’s death, the historic dollar
value of the endowment fund is not fixed until that death.
Thus, the gains and losses on the investments are reported as
changes in the permanently restricted net assets during the
life of the beneficiary. (see paragraph 6.28 of the AICPA
Audit and Accounting Guide Not-for-Profit Organizations).
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Classification of Net Assets in Consolidation

When the net assets of two or more not-for-profits are combined
into a single set of financial statements—for example, as a beneficiary and financially interrelated recipient organization, as parent
and subsidiary, or as brother and sister under common control—
special consideration should be given to the classification of net
assets. To illustrate, assume a parent not-for-profit has not-forprofit subsidiaries. In the subsidiary’s separately issued financial
statements, certain net assets may be reported as unrestricted because the use of the contributed asset is no more specific than
broad limits resulting from the nature of the organization, the environment in which it operates, and the purposes specified in the
organization’s articles of corporations or bylaws (or comparable
documents for an unincorporated association). In the consolidated financial statements, however, the unrestricted net assets of
the subsidiary arising from contributions (or investment income
on donor-restricted endowment funds) should be reported as
temporarily restricted net assets if in fact their use is more specific
than broad limits resulting from the nature of the parent organization, the environment in which it operates, and so on.
Example. A membership association (Parent) has an educational
subsidiary whose mission is to provide scholarships. Donors make
unrestricted contributions to the educational subsidiary with the
intent that the subsidiary use the contributions to support its mission, including granting scholarships and incurring fund-raising
and general and administrative expenses. The gifts to the educational subsidiary are therefore classified as increases in unrestricted
net assets, but if the educational subsidiary’s financial statements
are consolidated with those of the membership association (Parent), the classification of the net assets of the subsidiary should be
adjusted to reflect that they are donor-restricted net assets from
the perspective of the Parent’s consolidated financial statements.
The unrestricted net assets of the educational subsidiary resulting
from contributions (or investment income on donor-restricted endowment funds) should therefore be reported as temporarily restricted net assets in the Parent’s consolidated financial statements.

43

In summary, if the net assets or results of operations of an organization with a narrow mission are combined (via consolidation,
combination, or equity method accounting) with the net assets of
an organization with a broader mission, the classification of the
net assets of the organization with the narrower mission may
need to be adjusted to reflect donor-imposed restrictions if the
source of the net assets was contributions (or investment income
on donor-restricted endowment funds). The classification of the
unrestricted net assets of the organization with the narrower mission would not be adjusted if those net assets arose from exchange
transactions, such as fees or ticket sales.
Accounting for Cash Contributions Receivable

Issues with contributions receivable and payment terms continue
to be a growing issue in the not-for-profit industry. Auditors
should be reminded that contributions revenue should be measured at the fair value (using quoted market prices if available) of
the assets or services received or promised or at the fair value of liabilities satisfied. Net realizable value may be used, however,
when the contributions arise from unconditional promises to give
and are expected to be collected within one year of the financial
statement date.
The fair value of contributions arising from unconditional
promises to give cash should be determined based on the present
value of the estimated future cash flows. For example, initial
recognition of an unconditional promise to give cash of $1,000
that is expected to be collected in five years should be measured
and reported as follows. First the not-for-profit should determine
the estimated future cash flows from the promise to give cash. The
not-for-profit should consider when the receivable is expected to
be collected, the creditworthiness of the other parties, the organization’s past collection history and its policies in connection with
the enforcement of promises to give, and other factors concerning
the receivable’s collectibility in determining the estimated future
cash flows. In this case, we will use $700 as the estimated future
cash flows from the promise. (Note that the organization does not
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report bad debt expense of $300—the difference between the
$1,000 promised and the $700 expected to be collected.)
Then the not-for-profit should determine the present value of the
estimated future cash flows that should be measured using a riskfree rate of return appropriate for the expected term of the
promise to give. The amount to be discounted is considered to be
free from credit risk since the donor’s credit rating and other factors affecting the donor’s ability to honor the promise to give
would be considered already in determining the estimated future
cash flows of unconditional promises to give cash. In conformity
with paragraph 12 of Accounting Principles Board (APB) Opinion No. 21, Interest on Receivables and Payables, the discount rate
should be determined at the time the unconditional promise to
give is initially recognized and should not be revised subsequently.
Some donors extend payment terms longer than what was called
for in original gifts. More often than not, the not-for-profit has
not updated the accounting or calculations for discounted future
amounts to reflect longer terms or, in extreme cases, revising uncollectible amounts. Furthermore, entities are experiencing problems when the extended terms hamper their ability to repay debt
when the pledges were expected to be used to repay the debt.
Consequently, the debt becomes due with no contributions available to pay for them. Auditors should consider subsequent measurement of unconditional promises to give cash and noncash
assets because the fair value of the contributions may change if
the following conditions occur: (1) changes in the quantity or nature of assets expected to be received, such as changes in the
amounts of future cash flows, and (2) changes in the timing of assets expected to be received. Readers should refer to footnote 25
of paragraph 5.70 of the Audit and Accounting Guide Not-forProfit Organizations since the Guide does not address changes in
the timing of assets expected to be received. Decreases due to
changes in the quantity or nature of assets expected to be received
should be recognized in the period(s) in which the expectation
changes. Those decreases should be reported as expenses or losses
(bad debt) in the net asset class in which the net assets are represented. Decreases in contributions because of changes in the
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amounts of assets expected to be received should be reported as
losses if they are decreases in temporarily restricted net assets or
permanently restricted net assets.
Reporting Disposal Gains or Losses in Continuing Operations

Questions have arisen regarding paragraphs 25 and 45 of FASB
Statement No. 144, Accounting for the Impairment or Disposal of
Long-Lived Assets, and their effect on paragraph 23 of FASB Statement No. 117, Financial Statements of Not-for-Profit Organizations. FASB Statement No. 144 provides that (1) an impairment
loss recognized for a long-lived asset (asset group) to be held and
used or (2) a gain or loss recognized on the sale of a long-lived
asset (disposal group) that is not a component of an entity should
be included in income from continuing operations. If a subtotal
such as “income from operations” is presented, it should include
the amount of those gains or losses.
The provisions of FASB Statement No. 144 therefore place limitations on the definition of an intermediate measure of operations as discussed in paragraph 23 of FASB Statement No. 117.
Readers should be aware, however, that not-for-profits presenting
an intermediate measure of operations are not prohibited from
including an additional subtotal such as “revenues over expenses
before impairment losses” in circumstances in which the statement of activities includes an intermediate measure of operations
and the organization wishes to segregate from other operations
the effects of the impairment or disposal of long-lived assets.
Certain EITF Issues for Consideration

Some practitioners may fail to consider FASB Emerging Issues
Task Force (EITF) consensus opinions when working on not-forprofit engagements; therefore, we present these EITF Issues for
consideration on your engagements.
EITF Issue 03-1, The Meaning of Other-Than-Temporary
Impairment and Its Application to Certain Investments
The consensus opinion reached in EITF Issue 03-1, The Meaning
of Other-Than-Temporary Impairment and Its Application to Certain
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Investments, provides guidance for reporting equity securities
whose fair value is not readily determinable (that is, equity securities that are outside the scope of FASB Statement No. 124) if
those securities are reported at cost. EITF Issue No. 03-1 refers to
those equity securities as cost method investments. The Issue describes the three steps an organization should take to assess
whether a cost method investment is impaired and, if it is,
whether a loss should be recognized.
An organization should first determine if the carrying amount of
the investment exceeds its fair value. Because the fair value of a
cost method investment is not readily determinable, the organization should compare the carrying amount to an estimate of fair
value determined for other purposes (for example, for FASB
Statement No. 107, Disclosures about Fair Value of Financial Instruments, disclosure purposes). If the organization has not developed an estimate of fair value for a cost method investment (for
example, because the organization is exempt from estimating fair
value under FASB Statement No. 126, Exemption from Certain
Required Disclosures about Financial Instruments for Certain Nonpublic Entities), the organization should evaluate whether an
event or change in circumstances has occurred in the period that
might have a significant adverse effect on the fair value of the investment (an impairment indicator). If an impairment indicator
is present, the investor should estimate the fair value of the investment. Impairment indicators include, but are not limited to:
• A significant deterioration in the earnings performance,
credit rating, asset quality, or business prospects of the investee
• A significant adverse change in the regulatory, economic,
or technological environment of the investee
• A significant adverse change in the general market condition of either the geographic area or the industry in which
the investee operates
• A bona fide offer to purchase (whether solicited or unsolicited), an offer by the investee to sell, or a completed
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auction process for the same or similar security for an
amount less than the cost of the investment
• Factors that raise significant concerns about the investee’s
ability to continue as a going concern, such as negative
cash flows from operations, working capital deficiencies, or
noncompliance with statutory capital requirements or debt
covenants
If the fair value of a cost method investment is less than its carrying amount, the impairment should be deemed other than temporary unless:
• The organization has the ability and intent to hold the investment for a reasonable period of time sufficient for a
forecasted recovery of fair value up to (or beyond) the carrying amount of the investment.
• Evidence indicating that the carrying amount of the investment is recoverable within a reasonable period of time
outweighs evidence to the contrary.
The organization should consider the severity and duration of the
impairment when determining whether there is sufficient evidence indicating a recovery of fair value up to (or beyond) the
carrying amount of the investment. When evaluating the severity
of the impairment, the organization should assess (1) the extent
to which fair value is below cost and (2) the nature of the event
(or events) that gave rise to the impairment. As the severity or duration of an impairment increases, an organization must have
greater evidence about a forecasted recovery of fair value to conclude that an impairment is not other than temporary. Greater
evidence is also necessary the further the expected recovery date is
from the impairment date.
If the organization concludes that an impaired cost method investment is not other-than-temporarily impaired, it should continue to estimate the fair value of the investment in each
subsequent reporting period until either (1) the investment experiences a recovery of fair value up to (or beyond) its cost or (2) the
investor recognizes an other-than-temporary impairment loss.
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If the organization concludes that the impairment is other than
temporary, an impairment loss should be recognized equal to the
difference between the investment’s carrying amount and its fair
value at the balance sheet date of the reporting period for which
the assessment is made. The fair value of the investment would
then become the new cost basis of the investment and should not
be adjusted for subsequent recoveries in fair value.
Readers should refer to EITF Issue 03-1 for required disclosures.
The recognition and measurement requirements of EITF Issue
03-1 are effective for reporting periods beginning after June 15,
2004. Its disclosure requirements have an earlier effective date;
they are effective for reporting periods ending after June 15, 2004.
EITF Issue 03-16, Accounting for Investments in Limited
Liability Companies
The consensus opinion reached in EITF Issue 03-16, Accounting
for Investments in Limited Liability Companies, provides guidance
for investments in limited liability corporations. It requires that a
noncontrolling investment in a limited liability corporation
(LLC) be accounted for using the equity method as described in
APB Opinion 18, The Equity Method of Accounting for Investments in Common Stock, if that LLC maintains a “specific ownership account” for each investor—similar to a partnership capital
account structure. However, if the organization’s interest is so
minor that it has virtually no influence over the LLC’s operating
and financial policies, the investment should be accounted for
using the cost method. The consensus opinion cites the SEC staff
guidance in Topic D-46 as for limited partnership investments,
stating that more than 3 percent to 5 percent ownership of an
LLC is “more than minor.” The scope of EITF Issue 03-16 excludes investments in LLCs that are required to be accounted for
as debt securities pursuant to paragraph 14 of FASB Statement
140, Accounting for Transfers and Servicing of Financial Assets and
Extinguishments of Liabilities.
EITF Issue 03-16 is effective for reporting periods beginning
after June 15, 2004. The effect of adopting the consensus should
be reported as the cumulative effect of a change in accounting
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principle pursuant to the guidance in FASB Statement No. 3, Reporting Accounting Changes in Interim Financial Statements, and
APB Opinion No. 20, Accounting Changes. If the determination
of the cumulative effect of retroactive application is impracticable, the cumulative effect should be determined as the difference
between the investor’s carrying amount of the investment and the
investor’s share of the net assets of the LLC as of the date of initial
application of the consensus.
FASB Staff Position That May Be Applicable to Not-for-Profits

An FASB Staff Position (FSP), Applicability of FASB Statement
No. 143, Accounting for Assets Retirement Obligations, to Legislative Requirements on Property Owners to Remove and Dispose
of Asbestos or Asbestos-Containing Materials, may be of interest to
not-for-profit organizations that own asbestos-containing property.
This FSP can be obtained on the FASB Web site at www.fasb.org.

Auditing and Attestation Pronouncements and
Guidance Update
Presented below is a list of auditing and attestation pronouncements, Guides, and other guidance issued since the publication
of last year’s Alert. For information on auditing and attestation
standards issued subsequent to the writing of this Alert, please refer
to the AICPA Web site at www.aicpa.org/members/div/auditstd/
technic.htm and to the Public Company Accounting Oversight
Board (PCAOB) Web site at www.pcaobus.org (public companies only). You may also look for announcements of newly issued
standards in the CPA Letter and Journal of Accountancy.
Attest Engagements on Greenhouse Gas
Emissions Information
Amendment to Interpretation
“The Effect of an Inability to Obtain Evidential
No. 2 of SAS No. 31
Matter Relating to Income Tax Accruals”
Interpretation No. 5 of Chapter Interpretation No. 5, “Attest Engagements on
1, “Attest Engagements,” of SSAE Financial Information Included in XBRL
No. 10, Attestation Standards:
Instance Documents”
Revision and Recodification
SOP 03-2

50

(AICPA, Professional Standards,
vol. 1, AT sec. 101), as amended
AICPA Toolkit
Auditor’s Toolkit for Auditing Fair Value
(Nonauthoritative)
Measurements and Disclosures Under FASB
Statements No. 141, 142, and 144
Practice Alert No. 2003-1
Audit Confirmations
(Nonauthoritative)
Practice Alert No. 2003-2
Journal Entries and Other Adjustments
(Nonauthoritative)
Practice Alert No. 2003-3
Acceptance and Continuance of Clients and
(Nonauthoritative)
Engagements
AICPA Practice Aid
Applying OCBOA in State and Local
(Nonauthoritative)
Governmental Financial Statements

For summaries of the above standards and other guidance, visit
the applicable Web site. To obtain copies of AICPA standards and
other guidance, contact Service Center Operations at (888) 7777077 or go online at www.cpa2biz.com.

Accounting Pronouncements and Guidance Update
Presented below is a list of accounting pronouncements and
other guidance issued since the publication of last year’s Alert.
For information on accounting standards issued subsequent to
the writing of this Alert, please refer to the AICPA Web site at
www.aicpa.org and the FASB Web site at www.fasb.org. You may
also look for announcements of newly issued standards in the
CPA Letter and Journal of Accountancy.
FASB Statement No.
132(R) (revised 2003)
FASB Interpretation
No.46(R) (revised
December 2003)
SOP 03-1

SOP 03-3

Employers’ Disclosures about Pensions and Other
Postretirement Benefits
Consolidation of Variable Interest Entities

Accounting and Reporting by Insurance Enterprises for
Certain Nontraditional Long-Duration Contracts and for
Separate Accounts
Accounting for Certain Loans or Debt Securities Acquired
in a Transfer
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SOP 03-4

SOP 03-5
Technical Practice Aid
(TPA) 6140.13

Technical Practice Aid
(TPA) 6140.14

Technical Practice Aid
(TPA) 6140.15
Technical Practice Aid
(TPA) 6140.16

Technical Practice Aid
(TPA) 6140.17

AICPA Audit and
Accounting Guide

Reporting Financial Highlights and Schedule of Investments
by Nonregistered Investment Partnerships: An Amendment
to the Audit and Accounting Guide Audits of Investment
Companies and AICPA Statement of Position 95-2, Financial Reporting by Nonpublic Investment Partnerships
Financial Highlights of Separate Accounts: An Amendment
to the Audit and Accounting Guide Audits of Investment
Companies
Application of FASB Statement No. 136—Classification of
a Beneficiary’s Interest in the Net Assets of a Financially
Interrelated Fund-Raising Foundation (The beneficiary
can influence the operating and financial decisions of the
foundation to such an extent that the beneficiary can
determine the timing and amount of distributions from
the foundation.)
Application of FASB Statement No. 136—Classification of
a Beneficiary’s Interest in the Net Assets of a Financially
Interrelated Fund-Raising Foundation (The beneficiary
cannot influence the operating and financial decisions of
the foundation to such an extent that the beneficiary can
determine the timing and amount of distributions from
the foundation.)
Application of FASB Statement No. 136—Classification of
a Beneficiary’s Interest in the Net Assets of a Financially
Interrelated Fund-Raising Foundation (More than one
beneficiary—Some contributions are designated)
Application of FASB Statement No. 136—Classification of
a Beneficiary’s Interest in the Net Assets of a Financially
Interrelated Fund-Raising Foundation (The beneficiary
makes an expenditure that meets a purpose restriction on
net assets held for its benefit by the recipient
organization— The beneficiary can influence the
operating and financial decisions of the recipient to such
an extent that the beneficiary can determine the timing
and amount of distributions from the recipient.)
Application of FASB Statement No. 136—Classification of
a Beneficiary’s Interest in the Net Assets of a Financially
Interrelated Fund-Raising Foundation (The beneficiary
makes an expenditure that is consistent with a purpose
restriction on net assets held for its benefit by the
recipient organization—The beneficiary cannot influence
the operating and financial decisions of the recipient to
such an extent that the beneficiary can determine the
timing and amount of distributions from the recipient.)
Audits of Depository and Lending Institutions; Banks and
Savings Institutions, Credit Unions, Finance Companies
and Mortgage Companies
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For summaries of the above standards and other guidance, visit
the applicable Web site. To obtain copies of AICPA standards and
other guidance, contact Service Center Operations at (888) 7777077 or go online at www.cpa2biz.com.

On the Horizon
Auditors should keep abreast of auditing and accounting developments and upcoming guidance that may affect their engagements. You should check the appropriate standard-setting Web
sites (listed below) for a complete picture of all accounting and
auditing projects in progress. Presented below is brief information about some ongoing projects that are especially relevant to
the not-for-profit industry. Remember that exposure drafts are
nonauthoritative and cannot be used as a basis for changing
GAAP or generally accepted auditing standards (GAAS).
The following table lists the various standard-setting bodies’ Web
sites where information may be obtained on outstanding exposure drafts, including downloading a copy of the exposure draft.
Standard-Setting Body
AICPA Auditing
Standards Board (ASB)
AICPA Accounting
Standards Executive
Committee (AcSEC)
Financial Accounting
Standards Board (FASB)
Professional Ethics
Executive Committee
(PEEC)

Web site
www.aicpa.org/members/div/auditstd/drafts.htm
www.aicpa.org/members/div/acctstd/edo/index.htm

www.fasb.org
www.aicpa.org/members/div/ethics/index.htm

Help Desk—The AICPA’s standard-setting committees publish exposure drafts of proposed professional standards exclusively on the AICPA Web site. The AICPA will notify
interested parties by e-mail about new exposure drafts. To have
your e-mail address put on the notification list for all AICPA
exposure drafts, send your e-mail address to service@aicpa.org.
Indicate “exposure draft e-mail list” in the subject header field
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to help process the submissions more efficiently. Include your
full name, mailing address and, if known, your membership
and subscriber number in the message.

Auditing Pipeline—Nonpublic Companies

Note: The proposed standards discussed in this section do not
apply to the audits of public companies.
Proposed SAS, Communication of Internal Control Related
Matters Noted in an Audit
This proposed SAS would supersede SAS No. 60, Communication of Internal Control Related Matters Noted in an Audit
(AICPA, Professional Standards, vol. 1, AU sec. 325), and significantly strengthen the quality of auditor communications of such
matters in audits of nonpublic companies.
New Framework for the Audit Process
The AICPA Auditing Standards Board (ASB) is reviewing the
auditor’s consideration of the risk assessment process in the auditing standards, including the necessary understanding of the
client’s business and the relationships among inherent, control,
fraud, and other risks. The ASB issued a series of exposure
drafts in early 2003. Some participants in the process expect the
final standards to have an effect on the conduct of audits that
has not been seen since the “Expectation Gap” standards were
issued in 1988.
Some of the more important changes to the standards that have
been proposed are the following:
• A requirement for a more robust understanding of the
entity’s business and environment that is more clearly
linked to the assessment of the risk of material misstatement of the financial statements (Among other things,
this will improve the auditor’s assessment of inherent risk
and eliminate the “default” to assess inherent risk at the
maximum.)
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• An increased emphasis on the importance of entity controls with clearer guidance on what constitutes a sufficient
knowledge of controls to plan the audit
• A clarification of how the auditor may obtain evidence
about the effectiveness of controls in obtaining an understanding of controls
• A clarification of how the auditor plans and performs auditing procedures differently for higher and lower assessed
risks of material misstatement at the assertion level while
retaining a “safety net” of procedures
These changes collectively are intended to improve the guidance
on how the auditor operationalizes the audit risk model.
You should keep abreast of the status of these projects and projected exposure drafts, inasmuch as they will substantially affect
the audit process. More information can be obtained on the
AICPA’s Web site at www.aicpa.org.
Accounting Pipeline

Proposed FASB Statement, Qualifying Special-Purpose Entities
and Isolation of Transferred Assets - An amendment of FASB
Statement No. 140
This proposed Statement would amend and clarify FASB Statement
No. 140, Accounting for Transfers and Servicing of Financial Assets
and Extinguishments of Liabilities, in several ways. Readers should be
alert for the issuance of a final Statement. See the FASB Web site at
www.fasb.org/draft/ed_qspe.pdf for complete information.
Proposed Amendment to FASB Concepts Statement No. 6 to
Revise the Definition of Liabilities—An amendment of FASB
Concepts Statement No. 6
This proposed amendment to FASB Concepts Statement No. 6
would revise the definition of liabilities to also include as liabilities certain obligations that require or permit settlement by issuance of the issuer’s equity shares and that do not establish an
ownership relationship. A final Statement is expected to be issued
in the third quarter of 2004.
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Combinations of Not-for-Profit Organizations

In November 1999, the FASB affirmed its earlier decision to undertake a project on combinations of not-for-profits that is separate from its business combinations project. As a result of that
decision, combinations of not-for-profits are excluded from the
scope of FASB Statement No. 141, Business Combinations. The
FASB also agreed to delay the effective date of FASB Statement
No. 142, Goodwill and Other Intangible Assets, as it applies to
combinations of not-for-profits, until the FASB addresses the issues related to such combinations.
The objective of this project is to develop guidance on the accounting and reporting for combinations of not-for-profits. As of
the March 17, 2003, meeting, the FASB completed its deliberations related to the following issues:
• The method of accounting for combinations of not-forprofits
• The criteria to be used to identify the acquiring not-forprofit
• Recognition of goodwill subsequent to acquisition
• Recognition of goodwill at date of acquisition
• The disclosures required by not-for-profits
• The effective date and transition method to be applied by
not-for-profits
For a tentative summary of the decisions reached by the FASB so
far on the combinations of not-for-profit organizations, go to
www.fasb.org and into project updates. An exposure draft is
planned for the third quarter of 2004. Readers should be alert for
the issuance of a final Statement.
Readers should be aware that the FASB has removed from its
agenda its inactive major project on disclosures on accounting for
unconsolidated entities. The FASB acknowledged the importance
of the financial reporting issues that would be addressed by the
project but agreed the nature and timing of such project should
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be considered in the context of its plans for a coordinated agenda
with the International Accounting Standards Board (IASB). The
FASB and IASB plan to discuss coordination of their technical
agendas in a joint meeting. In the meantime, readers should be
alert to the fact that not-for-profits continue to be governed by
the requirements of SOP 94-3, Reporting of Related Entities by
Not-for-Profit Organizations, in this area.

AICPA Audit and Accounting Products and Services
AICPA

Web Site
AICPA Online (www.aicpa.org) is the AICPA’s Web site on the
Internet. The site offers users the opportunity to stay abreast of
developments in accounting and auditing. Online resources include professional news, membership information, state and federal legislative updates, AICPA press releases, speeches, exposure
drafts, and a list of links to other accounting- and finance-related
sites. The AICPA Web site also features a “Talk to Us” section, allowing users to send e-mail messages directly to AICPA representatives or teams. The AICPA Web site includes a separate section
that deals with Circular A-133 audit issues, including a document that provides unofficial answers to frequently asked questions, at www.aicpa.org/belt/a133main.htm.
Order Department (Service Center Operations)
To order AICPA products, call Service Center Operations at
(888) 777-7077 or fax to (800) 362-5066. The best times to call
are 8:30 a.m. to 11:30 a.m. and 2:00 p.m. to 7:30 p.m., Eastern
Standard Time. Also, visit the CPA2Biz Web site at www.cpa2biz.
com to obtain product information and place online orders.
Industry Conference

The AICPA is holding its Tenth Annual National Not-for-Profit
Industry Conference on June 24-25, 2004, in Washington, D.C.
The conference is designed for both practitioners and not-forprofit organization financial executives, and will provide technical
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information for those decision makers. Also coming up is the
AICPA National Governmental and Not-for-Profit Training Program on October 23-25, 2004, in Las Vegas, and the AICPA
Not-for-Profit Financial Leaders Forum on November 18-19,
2004, in San Francisco. For further information, call the AICPA
CPE Conference Hotline at (888) 777-7077 or visit the AICPA
Web site at www.aicpa.org.
Accounting and Auditing Technical Hotline

The AICPA Technical Hotline answers members’ inquiries about
accounting, auditing, attestation, compilation, and review services. Call (888) 777-7077.
Ethics Hotline

The AICPA Professional Ethics Team answers inquiries concerning independence and other behavioral issues related to the application of the AICPA Code of Professional Conduct. Call (888)
777-7077.
Continuing Professional Education Courses

The AICPA offers many continuing professional education
(CPE) courses related to not-for-profits, many of them available
for both group study and self-study. Among the available titles are
the following:
• Accounting and Reporting Practices of Nonprofit Organizations (product no. 743271kk)
• Form 990: AICPA’s Answer to Unlocking the Tax Complexities (product no. 731055kk)
• Advanced Accounting and Auditing Problems for NPOs
(product no. 730129kk)
• Advanced Auditing of HUD-Assisted Projects (product
no. 730189kk)
• Applying A-133 to Nonprofit and Governmental Organizations (product no. 730199kk)
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• Audits of HUD-Assisted Projects (product no. 730294kk)
• Analytical Procedures for Nonprofit Organizations (product no. 730213kk)
• Cost Allocation in Nonprofits: Who Gets It? (product no.
730412kk)
• Managing Nonprofit Organizations Like a Business (product no. 730343kk)
• Nonprofit Auditing and Accounting Update (2003-2004
Edition) (available in text [product no. 732068kk] and
video [product no. 182067kk])
• Auditing Nonprofits: Tips and Traps (product no.
731520kk)
• Tax Mysteries of Private Foundations (product no.
732244kk)
• Solving Complex Single Audit Issues for Government and
Nonprofit Organizations (product no. 734407kk)
• Nonprofit Organizations Guide to Advanced Tax Planning
(product no. 736765kk)
• Using the AICPA Audit and Accounting Guide Not-forProfit Organizations
• Workpaper Techniques for Government and Nonprofit
Organizations (product no. 732632kk)
• The Revised Yellow Book: Government Auditing Standards (product no. 736112kk)
• Using Competition for Performance Improvement: A Resource for Practitioners Advising Governments and Notfor-Profits (product no. 056507kk)
For more information about AICPA CPE courses, call the Service
Center Operations at (888) 777-7077 or visit the AICPA Web
site at www.aicpa.org.
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Online CPE
AICPA InfoBytes, offered exclusively through CPA2Biz.com, is
AICPA’s flagship online learning product. Selected as one of Accounting Today’s top 100 products for 2003, AICPA InfoBytes
now offers a free trial subscription to the entire product for up to
30 days. AICPA members pay $149 ($369 nonmembers) for a
new subscription and $119 ($319 nonmembers) for the annual
renewal. Divided into one- and two-credit courses that are available 24/7, AICPA InfoBytes offers hundreds of hours of learning
in a wide variety of topics. To register or learn more, visit www.
cpa2biz.com/infobytes.
Not-for-Profit Organizations Checklists

The AICPA Accounting and Auditing Publications Team publishes Checklists and Illustrative Financial Statements for Not-forProfit Organizations, a nonauthoritative publication designed to
help those preparing reports and financial statements of not-forprofits.
Practice Aids

Financial Statement Presentation and Disclosure Practices for Notfor-Profit Organizations is a comprehensive Practice Aid (product
no. 006605kk) that illustrates a wide variety of financial statement formats and disclosures for not-for-profits.
Fraud Detection in a GAAS Audit, Revised Edition (product no.
006615kk), is a Practice Aid that provides CPAs with the most
recent information related to the implementation of SAS No. 99,
Consideration of Fraud in a Financial Statement Audit.
Technical Practice Aids

AICPA Technical Practice Aids includes questions received by the
AICPA Technical Hotline on various subjects and the responses
to those questions. Sections 6140 and 6960 of Technical Practice
Aids include questions and answers specifically pertaining to notfor-profits. Technical Practice Aids is available both as a subscription
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service (product no. G01013kk) and in paperback form (product
no. 005142kk).
Help Desk—AICPA publications can be obtained by calling
Service Center Operations at (888) 777-7077 or faxing a request to (800) 362-5066.

References for Additional Guidance
General Accounting Office

The General Accounting Office (GAO) Web site at www.gao.gov
contains links to the hundreds of reports and testimony to the
Congress each year on a variety of subjects, including accounting,
budgeting, and financial management. Printed copies of GAO reports and testimony can be obtained from the GAO, 441 G St
NW, Room LM, Washington, DC 20548; phone (202) 5126000; fax (202) 512-6061; Web www.gao.gov/cgi-bin/ordtab.pl.
The GAO’s Web site also includes Comptroller General decisions
and legal opinions, GAO policy documents, and special publications. You may subscribe to GAO daily electronic alerts at www.
gao.gov/subtest/subscribe.html.
The following publications are available on the GAO’s Web site at
www.gao.gov/govaud/ybk01.htm and through the Superintendent
of Documents, U.S. Government Printing Office (GPO), P.O. Box
371954, Pittsburgh, PA 15250-7954; phone (866) 512-1800 or
(202) 512-1800; fax (202) 512-2250; or bookstore.gpo.gov/
index.html.
• 2003 Government Auditing Standards—These standards relate to financial and performance audits and attestation engagements of governmental organizations, programs,
activities, and functions, and of governmental funds received by contractors, nonprofit organizations, and other
nongovernmental organizations. The 2003 Government
Auditing Standards is a comprehensive revision of the 1994
version of Government Auditing Standards and its Amendments No. 1 through No. 3. (Note that the contents of
those Amendments were incorporated into the revision.)
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• Government Auditing Standards: Answers to Independence
Questions responds to questions related to Government Auditing Standards independence requirements, including
implementation time frame, underlying concepts, and application in specific nonaudit circumstances.
• Interpretation of Continuing Education and Training Requirements—Government Auditing Standards establishes
specific CPE requirements for auditors working on audits
performed in accordance with those standards. This Interpretation guides audit organizations and individual auditors on implementing the CPE requirements by answering
the most frequently asked questions from the audit community. The GAO is expected to soon revise this Interpretation and has issued an Internet notice to amend
paragraph 46 of the Interpretation.
Other Guidance

Auditors should also be aware of the economic, regulatory, and
professional developments that may affect the audits they perform, as described in the AICPA general Audit Risk Alert—
2003/04 (product no. 022334kk), and AICPA Compilation and
Review Alert—2003/04 (product no. 022304kk). These Alerts
may be obtained by calling Service Center Operations at (888)
777-7077 or faxing a request to (800) 362-5066. Obtaining
product information and placing online orders can be done at
www.CPA2biz.com. (The 2004/05 versions of these publications
will be issued later this year.)
Copies of FASB publications referred to in this document may be
obtained directly from the FASB by calling the FASB Order Department at (800) 748-0659.
This Audit Risk Alert replaces Not-for-Profit Organizations Industry Developments—2003. The Not-for-Profit Organizations
Industry Developments Audit Risk Alert is published annually. As
you encounter audit or industry issues that you believe warrant

62

discussion in next year’s Alert, please feel free to share them with
us. Any other comments that you have about the Alert would be
appreciated. You may e-mail these comments to lwest@aicpa.org
or write to:
Lori A. West, CPA
AICPA
Harborside Financial Center
201 Plaza Three
Jersey City, NJ 07311-3881
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APPENDIX

The Internet—An Auditor’s Research Tool
If used properly, the Internet can be a valuable tool for auditors.
Through the Internet, auditors can access a wide variety of global
business information. For example, information is available relating to industry statistics, resources for not-for-profit organizations (NPOs) and their finance professionals, professional news,
state CPA society information, Internal Revenue Service information, software downloads, university research materials, currency exchange rates, stock prices, annual reports, and legislative
and regulatory initiatives. Not only are such materials accessible
from the computer, but they are available at any time, often free
of charge.
A number of resources provide direct information, whereas others
may simply point to information inside and outside of the Internet. Auditors can use the Internet to:
• Obtain audit and accounting research information
• Obtain texts, such as audit programs
• Discuss audit issues with peers
• Communicate with audit clients
• Obtain information from a client’s Web site
• Obtain information on professional associations
There are caveats to keep in mind when using the Internet. Reliability varies considerably. Some information on the Internet has
not been reviewed or checked for accuracy; caution is advised
when accessing data from unknown or questionable sources. Although a vast amount of information is available on the Internet,
much of it may be of little or no value to auditors. Accordingly,
auditors should learn to use search engines effectively to minimize the amount of time browsing through useless information.
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The Internet is best used in tandem with other research tools, because it is unlikely that all desired research can be conducted
solely from Internet sources.
The following listing summarizes the various Web sites of many
of the organizations referred to in this Audit Risk Alert, as well as
others that auditors of not-for-profits may find useful.
Name of Site
American Institute
of CPAs

Accountant’s
Home Page
Action Without
Borders

American Society
of Association
Executives

BBB Wise Giving
Alliance

Board Source

The Chronicle of
Philanthropy
CompassPoint
Nonprofit Services

Content
Information for CPAs on
accounting, auditing, industry
activities, the activities of the
AICPA, and other matters
Resources for accountants
and financial and business
professionals
Includes a directory of notfor-profit organizations and
volunteering resources, a
newsletter on not-for-profit
organization issues, and job
postings
Provides resources to assist
association executives and
individuals from for-profit
companies that provide
products and services to the
association community
Promotes giving and helps
contributors obtain accurate
information about charitable
organizations
Resources to help strengthen
not-for-profit organization
boards of directors
Articles from the Chronicle
of Philanthropy newspaper
and links to other sites
Workshops, consulting,
publications, and other
information and resources
of interest to managers of
not-for-profit organizations
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Internet Address
www.aicpa.org

www.computercpa.com

www.idealist.org

www.asaenet.org

www.give.org

www.boardsource.org/
main.htm
www.philanthropy.com

www.supportcenter.org

Name of Site
Council on
Foundations

CPAnet
Department of
Housing and Urban
Development:
Office of Inspector
General Real Estate
Assessment Center
The Electronic
Accountant
Financial
Accounting
Standards Board
FedWorld.Gov

Financial Systems
Forum

The Foundation
Center
Giving USA

General
Accounting
Office

Content

Internet Address

Includes research,
publications, and other
information of interest
to foundations and
corporate donors
Links to other Web sites of
interest to CPAs
Information on programs,
resources, and other matters

www.cof.org

World Wide Web magazine
that features up-to-the
minute news for accountants
Information on the activities
of this standard-setting body

www.
electronicaccountant
.com
www.fasb.org

www.cpanet.com/
www.hud.gov/offices/oig/
www.hud.gov/offices/reac

U.S. Department of
www.fedworld.gov
Commerce sponsored site
providing access to
government publications
Topics involving the improve- www.fsforum.com
ment of financial systems by
providing information on
methodologies, service
organizations, and vendors
with a focus on applications
concerning accounts payable,
accounts receivable, asset
management, general ledger,
and inventory
Information for not-for-profit www.fdncenter.org
organizations, donors, and
researchers
American Association of Fund- www.aafrc.org
Raising Counsel sponsored site
providing information trends in
giving and sources of support
Policy and guidance materials, www.gao.gov
reports on federal agency major
rules
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Name of Site
Guidestar

Guide to WWW
For Research and
Auditing
Hoovers Online

Independent
Sector
Information for
Tax-Exempt
Organizations
(an IRS site)
Internet
Nonprofit
Center
Management
Assistance
Program for
Nonprofits
National
Association of
College and
University
Business Officers
National Committee
On Planned Giving
Pillars of
Accountability
in the Nonprofit
World

Public Company
Accounting Oversight
Board (PCAOB)

Content

Internet Address

Information on not-for-profit www.guidestar.org
organizations and news and
resources for not-for-profit
organizations and donors
Basic instructions on how
www.tetranet.net/
to research
Online information on
various companies and
industries
A forum to encourage giving,
volunteering, not-for-profit
initiative, and citizen action
A Treasury Department site
providing information and
answers to frequently asked
questions regarding
tax-exempt organizations
Includes the nonprofit locator,
frequently asked questions,
and other information
Includes the Nonprofit
Manager’s Library and other
resources

www.hoovers.com

www.independentsector.
org
www.irs.gov/

www.nonprofits.org

www.mapfornonprofits.
org

Provides information geared www.nacubo.org
to colleges and universities,
including accounting tutorials
on specific situations
encountered in higher
education accounting
Provides information and
www.ncpg.org
resources regarding charitable
planned gifts
Web-based self assessment
www.2gather.net/
and planning tool for CEOs pillars.htm
and senior managers of
nonprofit organizations.
Designed for small to
mid-size nonprofits.
Information on accounting
www.pcaobus.org
and auditing, the activities of
the PCAOB, and other matters
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Name of Site
The National Center
for Charitable
Statistics
The Nonprofit
Genie

The Nonprofit
Resource Center

The Nonprofit
Risk Management
Center
The Nonprofit
Times Online
Tax Analysts
Online
U.S. Department
of Education
U.S. Tax Code
Online
U.S. Office of
Management
and Budget
Vision Project

Content

Internet Address

Provides statistics on revenue
and expenses of not-for-profit
organizations
Advice, links to other sites,
publications, and other
information on not-for-profit
organization management
Information and links to
other sites covering financial
management, governance,
legal, and other matters
Provides information to help
not-for-profit organizations
control their risks
Articles from the Nonprofit
Times newspaper and links to
other sites
Provides information on
current tax developments
Information on programs,
resources, and other matters
A complete text of the U.S.
Tax Code
OMB information and
literature

nccs.urban.org

Information on the
profession’s Vision Project

www.cpavision.org
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www.genie.org

www.not-for-profit.org

www.nonprofitrisk.org

www.nptimes.com

www.tax.org
www.ed.gov
www.fourmilab.ch/
ustax/ustax.html
www.whitehouse.gov/
OMB/
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